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THE NEW ACCOUNTING HISTORY: AN INTRODUCTION 


PETER MILLER 
London School of Economics and Political Science 


TREVOR HOPPER 
University of Manchester 


and 


RICHARD LAUGHLIN 
University of Sheffield 


Abstract 


Over the last decade accounting history has changed significantly. This change entails both a pluralization 
of the methodologies and a change in the position of history within the discipline of accounting. The 
extent of this change is held to entitle us to speak of the “new accounting history” as a loose assemblage 
of diverse research questions and issues. It involves attention to a variety of agents and agencies, the 
conditions of possibility of transformations in accounting knowledge and practice, the institutional forces 
that shape actions and outcomes and the rationales that set out the objects and objectives of accounting. 
The new accounting history is located in relation to changes in the discipline of history itself, and is held 
to have implications for the current burgeoning of interest in “field studies” of accounting. 


In the space of less than a decade accounting 
history has come to occupy a significant 
position within the discipline of accounting. 
This is not a matter of volume, the just reward 
that comes from the accretion of years of 
patient research. Historians of accounting have 
long toiled away, carefully documenting the 
past of the discipline without such a reward. But 
until lately this research seemed destined to have 
a narrowly circumscribed role within the 
discipline as a whole. 

Recent developments in accounting history 
have gone hand in hand with a change .of 
fortune. There has been a proliferation’ of 
methodologies, a questioning of received 
notions such as progress and evolution, a 
widening of scope, a new attentiveness to the 
language and rationales that give significance to 
accounting practices, and a shift of focus away 
from invariant characters such as the book- 
keeper and the decision-maker towards a 


concern with broader transformations in 
accounting knowledge. New ways of posing 
questions about the past of accounting have 
become possible as a result. Taken together, 
these interrelated shifts are of such an order as 
to entitle us to speak of “the new accounting 
history”. 

This pluralization of methodologies and the 
attendant posing of new questions to the past of 
accounting extends beyond accounting history. 
The interdisciplinary nature of the papers 
presented here is not the exclusive preserve of 
historical enquiry. It also includes a wide range 
of research agendas that have been actively and 
successfully supported through three Inter- 
disciplinary Perspectives on Accounting Con- 
ferences held in 1985, 1988 and 1991, and from 
the second of which the following papers are 
drawn. These conferences have been influential 
in providing a forum in which researchers from 
a wide range of social science disciplines can 
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seek to further the understanding of accounting 
with what might be termed an active disregard 
for traditional disciplinary and academic 
boundaries. 

The new accounting history that has emerged 
in part out of this context does not represent a 
unitary research programme with definite 
theoretical boundaries. It can be seen instead as 
a loose assemblage of often quite disparate 
research questions and issues. Rather than 
viewing the history of accounting as a natural 
evolution of administrative technologies, it is 
coming increasingly to be viewed as the 
formation of one particular complex of rational- 
ities and modes of intervention among many, a 
complex that has itself been formed out of 
diverse materials and in relation to a hetero- 
geneous range of issues and events. Attention 
has been directed to a variety of agents and 
agencies, ranging from the accounting profes- 
sion through to the diverse bodies of experts 
claiming a legitimate knowledge of this or that 
area of economic or social life. The interests of 
these entities, how these interests came to be 
formed, out of what materials and to what 
effects have become a focus of attention. The 
conditions of possibility of particular transfor- 
mations in accounting knowledge and practice 
have also become an issue of concern, whether 
these have been addressed in terms of the 
conditioning effects of patterns of capital 
accumulation, changing modes of social regula- 
tion, or more local and ad boc influences such 
aS wars, periods of economic decline, labour 
disputes and so forth. The institutional forces 
that seek to influence actions and outcomes, 
whether these be corporations, financial or 
pedagogic institutions or the agencies of the 
State have also become of particular concern, as 
have the rationales that help to articulate the 
objects and objectives of particular technolo- 
gies of calculation, often in relation to specific 
programmes of government. The pluralizing of 
terrains of enquiry suggested by these varied 
themes is a process that has begun only 
recently, and it is one to which the papers 
presented here contribute. 

’ This recent change of fortune for accounting 
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history appears at first sight to be something of 
a paradox: many of the practitioners of the 
“new accounting history” are not trained 
historians dedicated to recounting the past “as 
it really happened”. Instead, they come from 
and draw upon a variety of disciplines including 
anthropology, economics, history of science, 
organization theory and sociology. It is the con- 
cerns of these disciplines that have animated 
many of the questions that are currently being 
addressed to accounting’s past, and that figure 
in the papers published here. 

It would be surprising if this incursion into 
the domain of accounting history by other 
social scientists did not generate a tinge of 
suspicion on the part of some of those trained 
in the art of historical enquiry. As a quasi- 
profession, and certainly as a body of legitimate 
expertise, accounting history might be re- 
garded as being in danger of losing its authoritative 
status if all criteria of entry and of the 
specification of appropriate modes of scholarly 
enquiry were to be dropped. But to appreciate 
more fully the current developments in the 
domain of accounting history it is important to 
look at developments in the academic discip- 
line of history more broadly. As Peter Novick’s 
(1988) excellent discussion of the “objectivity 
question” admirably demonstrates, since the 
1960s mainstream American history has itself 
been in a state of turmoil. Many of the changes 
currently taking place within accounting his- 
tory have ravaged the American historical 
profession for close on three decades. One can 
no longer appeal to a singular definition of 
history as methodological or evidential arbiter. 

As the meaning of “progress” was increas- 
ingly questioned in the 1960s and 1970s, the 
objectivity question moved to the top of many 
disciplinary agendas, including that of history. 
Whilst the notion of historical objectivity may 
not be a single idea, but a loose assemblage of 
assumptions, attitudes, aspirations and anti- 
pathies, its main components can none-the-less 
be summarized. These include a commitment to 
the reality of the past, and to historical truth as 
correspondence to that reality, a sharp separa- 
tion between knower and known, as well as 
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between facts and values, history and fiction; a 
notion that historical facts are prior to and 
independent of interpretation; and a view that 
historical truth is unitary rather than perspec- 
tival. Some of these components of the “objec- 
tivity question” have certainly been modified or 
reworked this century, such that the separation 
of facts and -values may no longer be viewed so 
rigidly by some; the notion of “letting the facts 
speak for themselves” may be rather less widely 
or rigidly adhered to; and there may be more 
emphasis on interpretations being tested by 
facts instead of being derived from them. But in 
broad outline this notion of relating the past “as 
it really happened” can be viewed as a project 
that was elaborated and set in place in the late 
nineteenth and early twentieth centuries. It is 
this project that, since the mid-1960s, has been 
challenged on a number of fronts. 

Whether it was the writings of Thomas Kuhn, 
Clifford Geertz, Michel Foucault, E. H. Gombrich, 
Eric Hobsbawm, Paul Ricoeur, Richard Rorty, 
Charles Taylor, E. P. Thompson or Peter Winch 
that were drawn upon in the challenge to the 
ideal of historical objectivity is less important 
than the overall effect.! The whole was more 
influential than the sum of its parts, constituting 
a central reference point for thinking about 
objectivity and historical enquiry that has 
proved far from ephemeral. If we are careful to 
register the differences in the tempo and pace 
of the internal development of a discipline as 
well as its relationships with allied or related 
disciplines, accounting history may be regarded 
as a microcosm of these broader changes within 
the discipline of history. 

From the 1960s onwards, the scope of 
history broadened and increasingly came to 
include social, cultural and intellectual issues. 
There was an avalanche of words, an exponen- 
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tial growth in the quantity of scholarly historical 
works produced. But also, and perhaps more 
importantly, new fields of specialization 
appeared. As late as 1958 less than 20% of 
completed dissertations in history dealt with 
social, cultural or intellectual issues. This share 
more than doubled over the next twenty years. 
Whereas in the mid-1950s there were fewer than 
a dozen professional historians specializing in 
Africa, by the end of the 1970s there were 600. 
Realms of the past that had hitherto been left to 
other disciplines — the history of education, 
law, art, philosophy and literature, for example 
—- increasingly became the focus of research by 
professional historians.* 

Initially, at least in the United States, this 
broadening and enrichment of the discipline 
was welcomed. But interdisciplinarity is often 
tolerated only so far. The price of lateral 
expansion of a discipline may be regarded by 
some as a loss of definition, an attenuation of 
the sense of participating in a common venture. 
A blurring of genres can awaken or reinforce 
territorial sensibilities just as much as it can 
heighten intellectual curiosity. This sense of 
loss or threat has been expressed clearly by one 
commentator who observed that history had 
once been described as “a habitation of many 
mansions”; by the 1980s it appeared to this 
same commentator more like “scattered suburbs, 
trailer camps and a deteriorating central city” 
(Woodward, 1982, p. 14; cited in Novick, 
1988). 

The broadening of accounting history is at an 
early stage and it is only just becoming possible 
to discern the contours of the emerging 
landscape. The appeal to bodies of writing and 
debates hitherto neglected within accounting is 
one important feature that is clearly apparent. 
But this is not a matter of celebrating novelty 


! See, for example, Foucault (1972), Geertz (1973, 1983), Gombrich (1984), Hobsbawm (1968), Kuhn (1962, 1977), 
Ricoeur (1971), Rorty (1982), Taylor (1971), Thompson (1963, 1978), Winch (1958). 


* Cf. Novick (1988) for further elaboration and figures, from which the above is drawn. Novick remarks that over the two 
decades following 1958 dissertations in “the old political-diplomatic-constitutional core reduced from almost half to less 


than a third” (Novick, 1988, p. 583). 
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and the. proliferation of methodologies for its 
own sake. It is worth reminding ourselves 
that the transfer of ideas from one discipline to 
another is not just a recent fad that has afflicted 
accounting. The social sciences have been 
interdisciplinary since their inception. Indeed, 
the history of the social sciences is a history of 
differentiation, splitting off and cross-fertilization: 
organization theory has borrowed from econ- 
omics and sociology, whilst economics has 
sought insistently to demonstrate its relevance 
in the analysis of organizations, systems theories 
of various hues have borrowed from biology; 
accounting has drawn on economics at parti- 
cular moments; psychology has been influential 
in disciplines ranging from accounting to 
marketing, and so forth. 

€ The current enthusiasm for the interdisci- 
plinary study of accounting should not be 
viewed simply as a way of giving accounting a 
touch of the exotic, a means of relieving what 
some may consider an otherwise dull and 
monotonous area of enquiry. Nor should it be 
viewed as a publishing gimmick, aimed at 
legitimizing articles that achieve nothing more 
than a summary of yet another thinker so far 
unheard-of within accounting. No doubt there 
are always such risks associated with borrowing 
or importing from other intellectual traditions 
or disciplines. The distinctive terminology that 
often accompanies the introduction of new 
traditions of research helps to confirm such 
sceptical and sometimes warranted reactions. 
There is the further danger that the game might 
turn out not to be worth the candle or, to put it 
differently, that the costs do not outweigh the 
benefits. Against such genuine concerns and 
worries can be set the more optimistic view 
that intellectual identity crises can be fruitful in 
unblocking lines of enquiry that may have been 
obscured as a result of convictions as to the 
proper domain and methods of enquiry. 

But to: point to this interchange of concepts 
and methods from one discipline to another is 
not to suggest that accounting should genuflect 
to the authority of this or that discipline. Far 
from it. Instead, it is increasingly a matter of 
recognizing that accounting researchers have 


much to contribute to. other related fields of 
enquiry, including organization theory, socio- 
logy, economics, history of science, anthro- 
pology and sociology. There are indications 
that this is beginning to occur. And given the 
staggering influence that accounting has had on 
everyday life since World War I, there is every 
reason to expect that the study of accounting 
history is capable of assuming a more central 
position within the social sciences more 
generally. 

However, the fortunes of accounting history 
are likely to depend on more than the tenacity 
of researchers in uncovering new facts or 
dating the initial practice of this or that 
accounting technique. The questioning and 
debates that have taken place around the 
objectivity question in history more generally 
rudely impose themselves within accounting. A 
concern with language, with the rationales and 
ideologies for accounting practices, comes to 
assume a prominent role in the new accounting 
history. But this is not the same as saying that 
the analysis of particular accounting events can 
be conducted with disregard for chronology, 
national specificity or the role of key actors or 
institutions. Far from it. However, these impor- 
tant issues of archival enquiry only gain their 
significance within a particular theoretical or 
explanatory framework. As Grahame Thompson 
shows, the rhetorical aspects of accounting 
need to be understood by reference to the 
institutional matrix of key institutions such as 


- the Church, pedagogic apparatuses, the publish- 


ing house and commercial organizations, through 
which double-entry bookkeeping emerged in 
the sixteenth century. And the rather different 
approach suggested by Rob Bryer’s paper 
demonstrates that the historical assessment of 
the financing of the early U.K. railways also 
depends on particular institutional arrange- 
ments, in this case the relations between 
accounting and capitalism in the mid-nineteenth 
century. If accounting is a tool open to 
manipulation by certain groups, then it has 
considerable potential for contributing to re- 
distributions of income, wealth and power. 
What these papers illustrate is that the tradi- 
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tional attentiveness of the accounting historian 
for dates and events can be deployed in relation 
to theoretical and methodological debates that 
extend beyond accounting. 

One aspect of the distinctiveness of the new 
accounting history is its focus on shifts in the 
forms of knowledge or expertise that typifies 
accounting at a particular moment in time and 
in a certain social context, whether this be a 
particular national or a more local cultural 
setting. Accounting is much more than its 
practice in this or that enterprise. Accounting is 
a body of knowledge that can be disseminated, 
taught, written about, spoken about, institu- 
tionally located in sites such as business schools 
and professional associations, and enwrapped in 
often quite abstract rationales, discourses or 
ideologies. Accounting history is likely to have 
a much enhanced and wider impact to the 
extent that it can demonstrate how the emer- 
gence and operation of accounting as a highly 
distinctive knowledge, body of expertise or 
know-how is formed and deployed with the 
potential of shaping and transforming the types 
of social relations we inhabit, whether this be in 
the enterprise, when we visit the hospital or 
our family doctor, or in public life more 
generally. Thus an apparently localized event 
such as the formation of the Accounting 
Standards Committee can be shown to have 
considerable significance beyond the realms of 
accounting policy, as Keith Robson demon- 
strates. Relations between the profession and 
the state, the importance of particular arenas of 
accounting change, and the capacity of the 
government to intervene in the economy are at 
stake in such issues. And as Sonja Gallhofer and 
Jim Haslam illustrate, the outcome of such 
processes is open to different possibilities. The 
aura of accounting — the notion that account- 
ing has an objectivity, soundness and neutrality 
that is specific to it — can help not only in the 
resolution of conflicts but also in their enhance- 
ment during specific crisis periods. 

The new accounting history can also entail a 
certain scepticism concerning the applicability 
of notions of “progress” and “evolution” to 
accounting history. This implies a distinctive 
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view of accounting change. Against the image of 
accounting practices developing in a linear 
fashion towards greater accuracy or truthful- 
ness, the new accounting history is concerned 
with significant shifts or transformations of 
accounting and social relations and the struggles 
associated with these. The paper by Trevor 
Hopper and Peter Armstrong illustrates how 
developments in cost accounting can be under- 
stood as rooted in conflicts that centre on control 
of the labour process, whether these conflicts be 
the destruction of internal subcontracting and 
craft control of producton in early factories, or 
those associated with current techniques and 
ideologies of control. Alternatively, as Sten 
Jönsson demonstrates, there is much to be gained 
from studying transformations in State, Municipal, 
Financial and Management Accounting in a 
country such as Sweden. Investigations of this 
type enable us to see that programmes like 
Taylorism or programme budgeting provide 
arguments for reformers when the institutional 
and discursive conditions help to provide a 
receptive audience. Studies such as this highlight 
the advantages of examining the linkages be- 
tween the discursive conditions of accounting 
norm formation and institutional conditions 
such as the amount of power held by particular 
agents seeking to reform accounting. 

The wider significance of the new accounting 
history can be located in relation to the recent 
burgeoning of field studies within accounting. 
This development is itself in part a product of 
the same methodological debates that have 
emerged within accounting history over the 
past decade. Such research is intrinsically 
interdisciplinary, and a particular tradition of 
accounting history has made a significant con- 
tribution to calls for field studies. But despite 
this important contribution in setting the scene 
for field studies, accounting history has some- 
how remained marginal to the actual research 
carried out to date under the umbrella of field 
studies. Whilst terms such as “interpretive” and 
“processual” are rapidly becoming de rigueur 
in field studies, a historical dimension is at best 
embryonic in such research and at worst often 
amounts to little more than a perfunctory 
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description of the background of the firm in 
question. This is odd because processes and 
sources of understanding are by their very 
nature historical, and the work of interpretation 
that is at the heart of field studies is a task that is 
also pivotal to historical enquiry. Problems of 
interpretation, of the authenticity of documents 
and of the completeness of the archive are not 
unique to history but are central to field studies 
also. 

Moreover, agendas and strategies within 
firms are not only fabricated internally, but 
are constructed out of the interrelations 
between a diverse array of agents including 
academics, accountants, engineers, consultants 
and government agencies. These processes are 
by their very nature historical and entail 
transformations in accounting practices and in 
the rationales that give them significance. 
Changes such as the design of a particular 
factory, the new imperatives of quality, injunc- 
tions concerning space saving and the reduc- 
tion of set-up times all entail major shifts in 
ways of thinking about production processes 
that cannot be fully explained with an exclusively 
intracorporate frame of reference. The study of 
such processes is by its very nature historical. 
By incorporating such a dimension within field 
studies the importance of stepping more firmly 
beyond the enterprise in order to gain a fuller 
appreciation of current transformations can be 
appreciated. The contemporary relevance of 
accounting history can also be demonstrated. 
The apparent self-evidence of existing practices 
can be highlighted, and the provenance of the 
various solutions advocated for enterprises can 
be more fully understood. 

This is not to suggest that by definition all 
research within accounting is history. Such a 
line of argument admittedly has a certain 
intuitive plausibility. For does not a very large 
portion of accounting research entail the study 
of accounting over time? And if cross-temporal 
research brings out the ways in which account- 
ing systems are transformed and which key 
factors help us to understand and explain such 
transformations, is this not precisely what many 
historians have always sought to do? But the 
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argument here is less to do with seeking to 
mark out the boundaries of a terrain called 
“accounting history”, and more to do with 
calling for a historical appreciation of the 
formation of accounting practices and rationales, 
It is inappropriate to specify criteria that would 
exclude certain types of research on the basis of 
their methodological protocols or the time 
period they address. It is also highly inappro- 
priate to specify the methodological protocols 
that stamp a particular piece of research as a 
part of the new accounting history. The new 
accounting history is not a “school” and does 
not entail subscribing to a particular conceptual 
schema, but is an approach to the past of 
accounting that draws upon a heterogeneous 
range of theoretical approaches. It is less a 
method than a way of posing questions and of 
understanding their significance, one which 
opens up differential possibilities for criticism 
and change by depriving existing practices of 
their self-evidence and immutability. 

What is appropriate to signal here is the 
fruitful ambiguity that lies at the heart of the 
historical analysis of accounting. How a parti- 
cular accounting practice or event is to be 
understood is a delicate work of interpretation 
rather than something that the data announce 
by themselves or impose upon us. Equally 
important to emphasize is the ambiguity under- 
lying the term “accounting” itself. For what 
counts as accounting has changed over time 
and is currently in the process of undergoing 
significant shifts in a number of spheres. The 
notion of economic calculation, together with 
the ways in which it helps to construct and 
support particular relations of power and 
influence, may well prove a more enduring 
umbrella within which to conduct research, 
than the rubric of the history of accounting. 

This amounts to acknowledging not only that 
certain accounting practices and rationales 
such as management accounting are relatively 
recent inventions. It also opens up the possibility 
that the field of enquiry might be broader than 
has traditionally been envisaged. Other calcula- 
tive practices such as insurantial technologies 
may be part of the field of enquiry in so far as 
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the rise of the practice of insurance, in bringing 
together economic calculation and personal 
life, opens up the possibility of new modes of 
governing entire populations (Defert, 1991; 
Ewald, 1991). Drawing on developments in the 
field of theories of risk, calculations of prob- 
ability and notions of rational individuals, the 
study of such issues can demonstrate the 
permeability of accounting to other disciplines 
and practices of socio-economic management. 
This is not to say that there is no such thing as 
the history of accounting. But it is to suggest 
that there is no single character, no immutable 
entity or practice that will provide an enduring 
reference point with which to fix the identity of 
accounting history. Neither the bookkeeper nor 
the decision-maker can provide a universal 
guide for the cross-temporal and cross-national 
appreciation of transformations of accounting 
knowledge. 

There is also an importance to accounting 
history that is sui generis rather than derivative, 
and that is in danger of being overlooked. Such 
issues deserve mention at a time when know- 
ledge risks losing its appeal to the extent that it 
is unable to demonstrate its “relevance”. No 
less than in other disciplines, researchers in 
accounting should have the temerity to insist 
on the intrinsic values of knowledge and 
research. The self-understanding of a discipline 
is an important task, and one that is relatively 
undeveloped in accounting. An understanding 
of the past of accounting is likely to locate the 
discipline within broader shifts in the manage- 
ment of the enterprise and of the social 
relations within which it is embedded. 

There is an additional and related question 
concerning this reflexive turn in the discipline 
of accounting. This is one which might be 
termed a history of the history of accounting. 
This amounts to asking why it is that there is 
currently such widespread interest in account- 
ing history beyond those trained as historians. 
Any answer to such a question is likely to be 
little more than speculative at this moment in 
time. But analogies with other disciplines at 
least suggest some lines of enquiry. For instance, 
it is worth noting that many of the seminal 
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histories of psychiatry were written when the 
legitimacy and authority of psychiatric expert- 
ise were being seriously called into question 
(cf. Castel, 1976; Doerner, 1981; Foucault, 
1961; Rothman, 1971). Much the same applied 
to the history of law (Gordon, 1984; Horwitz, 
1981; Kennedy, 1979; Rubin & Sugarman, 
1984) as well as medicine (cf. Canguilhem, 
1966, 1968; Foucault, 1973; Friedson, 1970) 
even if the conditions and consequences may 
have differed between these two professional- 
ized bodies of expertise. And the current 
burgeoning of the history of statistics (cf. 
Gigerenzer et al, 1989; Hacking, 1990; Porter, 
1986) also coincides, at least in the United 
Kingdom, with a radical questioning on the part 
of respected statisticians of the objectivity and 
veracity of official statistics. 

One can tentatively generalize from these 
instances to suggest that those periods when a 
discipline comes to vigorously scrutinize its 
own past tend to be periods when the discip- 
line itself is undergoing significant transforma- 
tions, is under pressure or approaching a state 
of crisis. Although the derivation and utiliza- 
tions of history in relation to these different 
disciplines no doubt varies, one common 
feature would appear to be the deployment of 
history as a way of demonstrating that the 
legitimacy of a particular body of professional 
knowledge, its status as a naturalized and 
neutralized body of techniques, is a historically 
contingent state of affairs. Whether accounting 
is itself undergoing such a self-questioning and 
with what possible consequences is difficult to 
say. But an unravelling of the relations of power 
within which accounting is embedded, and 
which in turn it has helped to fabricate, is a 
worthwhile objective in its own right. The 
extent to which a fuller appreciation of the past 
of accounting will discomfort its practitioners 
in the way that the histories of psychiatry and 
medicine did may well be impossible to answer 
at present. But the intricacy of even a tentative 
reply to such questions should not lead us to 
neglect these wider issues within which account- 
ing history is implicated. 

Irrespective of these wider questions, the 
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studies published here demonstrate that the 
interdisciplinary study of accounting history is 
an accomplishment rather than a promise. 
Building on existing and related historical work 
in accounting they demonstrate both what can 
be done as well as what remains to be carried 
out. This broad research agenda can be crudely 
characterized as having two aspects. Firstly, 
there is the extension and development of 
existing research traditions and lines of en- 
quiry. One or two studies carried out in a 
particular fashion do not exhaust a seam in 
accounting any more than they do in any other 
discipline. This means that existing theoretical 
agendas need to be developed and refined in 
relation to different events and processes. It 
also means that the understanding of particular 
events within accounting needs to be developed 
further. Secondly, there is the question of 
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broadening and extending still further the 
theoretical apparatus deployed within account- 
ing history. This is not a matter of dabbling 
briefly in the work of this or that theorist 
and then applying the newly-found concepts to 
accounting history. What it does mean is 
examining the work of historians in fields 
other than accounting, and assessing the extent 
to which they enable new questions to be 
posed or existing research agendas to be 
refined or modified (cf. Koselleck, 1985; see 
also Ginzburg, 1980). Without such an appre- 
ciation of the broad range of intellectual 
currents in the social sciences, accounting 
history risks losing the impetus it has recently 
gained. It also risks losing the opportunity it 
now has to further enrich the discipline of 
accounting as well as the wider intellectual 
community it inhabits. 
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Abstract 


Through a detailed critique of Johnson & Kaplan’s Relevance Lost, (Johnson, H. T. & Kaplan, R. S., Relevance 
Lost The Rise and Fall of Management Accounting (Boston, MA: Harvard Business School Press, 1987)), 
based upon labour histories of control within North American firms, this article identifies major deficiencies 
in conventional historical studies of cost and management accounting and offers possibilities for their 
resolution. After noting the limitations of transaction cost theory for the theorisation of organisations and 
their history, the paper argues that accounting controls were not a consequence of economic or 
technological imperatives, but rather were rooted in struggles as firms attempted to control labour processes 
in various epochs of capitalistic development. Cost accounting developments are related to the destruction of 
internal subcontracting and craft control of production in early factories, the advent of “Scientific” 
Management and homogenised labour and, post-1930, with an accord between primary sectors of labour and 
corporations, which led to an increased emphasis on monopoly pricing, smoothing production and hence 
employment patterns, and a shift of economic pressures to secondary labour and producer markets. The 
paper concludes by arguing that, in the context of today’s globalisation of capital, controls associated with the 
labour and capital accord are being abandoned as corporations experiment with new methods and ideologies 


of control which are reflected in current fashions in accounting research. 


Traditional management accounting history has 
been fixated on a search for origins, on the 
questions of who did what first, and when. 
Preoccupied with invention, rather than with 
diffusion and application, writings in this genre 
have been rich in narrative terms but they have 
neglected to explore the important linkages 
between phases of accounting development 
and their socio-economic context. Given the 
belief that this perceived deficiency needs to be 
addressed, then the recent marriage between 
accounting antiquarianism and the doctrines of 
liberal economics constitutes a definite 
theoretical advance. Premised on the notion 
that changes in the forms of business organisa- 
tion and control systems are driven by searches 
for efficiency in competitive environments, 


accounting development is seen as an integral 
part of this evolutionary process. Johnson & 
Kaplan’s Relevance Lost (1987) is the most 
thorough-going exemplar to date of this new 
tradition. Given the impact of this work in 
academic, consultant and practitioner circles, 
there are good reasons for subjecting its 
historical and theoretical adequacy to the 
closest scrutiny, not least because these issues 
may bear importantly on the prescriptive 
message which Johnson and Kaplan draw from 
their version of accounting history. 

In conformity with their evolutionary model, 
Johnson and Kaplan portray the initial phases of 
cost accounting development as a steady accre- 
tion of knowledge and technique achieved by 
practising engineers and managers in their 
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searches for efficiency. As a result of this 
process, they argue, virtually all of the con- 
temporary techniques of management account- 
ing were in operational use by about 1920. 
Having reached this point, Johnson and Kaplan 
then depart from their basic evolutionary 
model to argue that many of the achievements 
of this “Golden Age” have subsequently been 
stifled by the influences of financial reporting 
and academic teaching. This theoretical twist 
enables the authors to launch a powerful attack, 
from the historical ground of the 1920s, on the 
inefficiencies resulting from the contemporary 
teaching and practice of management account- 
ancy. Accounting information systems of ques- 
tionable relevance are said to be used in a 
mechanical fashion by a generation of American 
executives brought up to manage “by the 
numbers”. This, in turn, is held responsible for a 
decline in the international competitiveness of 
American businesses, especially in relation to 
the Japanese. This message evidently strikes a 
chord with many practising managers, perhaps 
because the inroads made by Japanese manufac- 
turers are indisputable, perhaps because there 
is some truth in the thesis of accounting 
stagnation, but also, perhaps, because of the 
implicit daemonisation of academics and financ- 
ial accountants. 

Despite the respect in which Johnson and 
Kaplan’s work must be held, the argument of 
this paper is that their theory is flawed, their 
history partial and some of their prescription 
negiectful of the socio-economic conditions on 
which the achievements of the 1920s 
depended. In contrast to the social harmony 
and self-equilibrating behaviour of individuals, 
firms and markets assumed in the transaction 
cost framework employed by Johnson and 
Kaplan, many of the historical events used to 
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argue the thesis of Relevance Lost are better 
understood through a “labour process” 
approach to economic and industrial history, as 
exemplified by writers such as Clawson (1980), 
Gordon et al (1982), Littler (1982), 
Montgomery (1987) and Nelson (1974). 
Recognising the need for a broader, more 
critical, institutional analysis of capitalistic 
development,' the core presupposition of this 
perspective is that social and economic con- 
flicts arising from the modes of control which 
characterise particular phases of capitalistic 
development stimulate the creation of new 
forms of control intended to eliminate or 
accommodate resistance and to solve the 
associated problems of profitability. These new 
forms of control, in turn, decay, partly because 
their competitive advantage disappears as a 
consequence of their generalisation and partly 
because they give rise to new contradictions 
and forms of resistance. Thus a labour process 
approach, in contrast to one utilising trans- 
action cost theory, stresses crisis rather than 
continuity; contradiction rather than internal 
consistency; social and political conflict rather 
than harmony; the monopoly power of corpora- 
tions rather than self-equilibrating competitive 
markets; patterns of class formation in specific 
economies rather than an atomised view of the 
individual; and human agency in its cultural and 
institutional setting rather than economistic 
reductionism. 

A re-examination, along these “labour pro- 
cess” lines, of Johnson and Kaplan’s chosen 
exemplars of efficiency-driven development 
indicates that mid 19th century cost accounting 
systems were employed to intensify labour in 
response to increased competition as well as to 
stimulate searches for efficiency. It reveals 
accounting’s implication in the tightening of 


This article does not claim to be unique in this respect. Other pertinent attempts include Armstrong (1985, 1987), 
Hopwood (1987), Hoskin & MacVe (1986), Loft (1986), Merino & Neimark (1982), Miller & O’Leary (1987) and Tinker & 
Neimark (1987). Many of these employ a theoretical perspective derived from the work of Foucault. Such work has 
influenced our own, but this article is motivated in part by the desire to locate accounting within a more explicit theory of 


interests. 
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managerial control through the destruction of 
subcontracting and craft controls later in the 
century, and it shows that a major feature of the 


General Motors system of the 1920s was the 


insulation of shareholders’ dividends from 
economic fluctuation by throwing the costs of 
this onto the workforce. Because some of these 
usages of accounting information depended 
upon a lack of resistance from organised labour, 
it is by no means accidental that Johnson and 
Kaplan’s apogee of management accounting 
development was also an age of anti-union 
violence and espionage. The contemporary 
implication is that certain of the “relevances” of 
1920s’ accounting control systems can only be 
resurrected in contexts where the resistance of 
labour is weakened. | 

A labour process approach is also useful in 
reassessing Johnson and Kaplan’s thesis of 
accounting stagnation, according to which the 
influence of financial accountants and academ- 
ics was sufficient to arrest the development of 
management accountancy for over sixty years 
within the most dynamic economy in the 
capitalist world. Here, the historical record 
suggests that the post-1930s’ decline of inter- 
est in accounting for process efficiencies was 
actually the product of the New Deal era, in 
which trade unions were far more able to resist 
lay-offs and the speed-up, and of increasing 
industrial concentration which enabled 
employers to displace the costs of welfarist 
employment strategies onto semi-monopolised 
product markets. In this new socio-economic 
context, the relevance of budgetary controls 
may have changed, rather than declined. Cost 
accounting came to be used as the instrument 
of monopoly pricing policies designed to 
protect a partial accord between capital and 
certain sectors of the labour force. How far this 
accord will persist into the 1990s is an open 
question, but to the extent that it does so, there 
may be resistance to Johnson and Kaplan’s call 
for a reassertion of accounting for process 
efficiencies. 
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TRANSACTION COSTS AND THE 
DEVELOPMENT OF MANAGEMENT 
ACCOUNTING: A CRITIQUE OF THE 
THEORETICAL FRAMEWORK OF 
“RELEVANCE LOST” 


Relevance Lost is not considered here from 
the standpoint of managerial prescription; the 
reader can find this elsewhere (e.g. Noreen, 
1987). Rather, the concern is with the partial 
nature of the interpretations of history which 
underlie its thesis. Since this problem stems, in 
part, from certain inadequacies in the transac- 
tion cost framework employed by Johnson and 
Kaplan, it is necessary to review these before 
proceeding to matters of historical substance. 

Most of the problems stem from the assump- 
tion in transaction cost theory that changes in 
organisational forms and control systems are 
universally driven by searches for efficiency, 
whereas it is an elementary feature of capitalist 
economic life that there are also gains to be 
made from the extension and intensification of 
labour and from the monopolisation of product 
markets. In fact it is only fair to point out that 
the fine detail of Johnson and Kaplan’s history 
often does acknowledge issues of labour 
intensification and monopoly — see, for exam- 
ple, the DuPont case study (Johnson, 1975). 
The critique which follows, therefore, is not a 
wholesale challenge to their factual account 
but, rather, to their broadbrush interpretation. 


The contract image of organisation 

Basically, transaction cost theory 
(Williamson, 1970, 1975) asserts that the 
concentration of diverse economic activities 
within large corporations is viable only when 
managerial co-ordination of these achieves 
significant economies, as compared to the 
aggregate result when the same operations are 
separately managed and co-ordinated through 
market transactions. The costs of securing co- 
ordination are called “transaction costs”. The 
potential for gains from reduced transaction 
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costs is seen as creating opportunities for both 
increased profits and reduced product costs. 
Simultaneously, therefore, they explain the 
expansion of capitalist enterprises into func- 
tionally related activities, and the success of 
those companies which do so. Moreover, they 
are held to explain innovations in systems of 
organisation and accounting which achieve 
further improvements in managerial co-ordina- 
tion. 

Transaction costs, evidently, bear a great 
weight of explanation in the theory. Yet as 
Perrow (1981a) has pointed out, it is far from 
clear what they are. Whilst it is clear enough 
that there are gains to be achieved from 
combining single-activity enterprises, with the 
object of eliminating their separate profits, it is 
clear that Williamson and his followers see the 
reduction of transaction costs in much broader 
terms. This is achieved by visualising all 
relationships of organisational co-ordination as 
contracts. Through this device, the act of 
settling the form of one of these “contracts” can 
be seen as a transaction. On this basis it is 
claimed that there is potential for reduced 
transaction costs in devising improved systems 
of organisation and co-ordination. 

Setting aside the neglect of power relation- 
ships implicit in the contract image of organis- 
ation, it is still not clear that even this extended 
definition of a “transaction” can cover all 
improvements in co-ordination, let alone all 
increases in efficiency. For example, how can 
claims that corporate managers may achieve 
improved investment decisions, as compared to 
capital markets, be described as a reduction in 
transaction costs? 

Williamson & Ouchi’s answer to these points 
(1981) conceded that transaction costs have 
never been formally defined but claimed that a 
definition could be adequately approached 
through a series of illustrations. This weak reply 
reinforces the impression that the problem is 
fundamental. Possibly for this reason, Johnson 
and Kaplan make no attempt to resolve the 
issue, and so transaction cost theory in their 
hands simplifies to the “commonsense” 
hypothesis that developments in forms of 
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organisation and accounting are driven by 
searches for efficiency. Whilst still contentious, 
this at least has the virtue of intelligibility. 


The assumption of competitive markets 

Transaction cost theory is based on the idea 
that, in order to be successful, managerial co- 
ordination must compete with market coordina- 
tion. Tacitly this assumes competitive product 
markets. Of all the areas of economic debate in 
which this assumption might be made, that on 
the formation of giant integrated corporations 
must be just about the least appropriate. Using 
case material, Perrow (1981a) has made the 
obvious point that acquisitions and mergers 
may be carried out with monopoly profits in 
view, rather than gains from efficiency. In fact 
Nelson (1959) has shown that the majority of 
mergers in the great wave of 1895-1904 were 
horizontal, rather than vertical, and that most 
resulted in corporations which dominated their 
product markets. 

Williamson & Ouchi (1981) reject this 
argument on the dubious and irrelevant 
grounds that any costs to the public arising 
from “modest” increases in market power, are 
more than offset by the gains in efficiency 
possible in large monopolistic corporations. 
Significantly, Chandier’s comment on the issue 
(1981) avoided a defence of transaction cost 
theory as such. Nevertheless, he sought to 
maintain the narrower thesis that managerial 
co-ordination was vital to the competitive 
success of merged corporations on the grounds 
that only those horizontally-merged companies 
which went on to achieve the additional 
economies of vertical integration were ulti- 
mately successful. Logically speaking, even this 
argument is unconvincing, since one might 
construct a reverse chain of causality; namely 
that managerial hierarchies and controls are a 
consequence of firms moving closer to mono- 
poly and that monopoly profits are essential to 
the success of managerial control in vertically 
integrated enterprises. 

Whatever the eventual outcome of these 
debates, it is clear that they have moved on 
from blanket assumptions of competitive 
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markets (Perrow, 1981b). It seems established 
that theories of the real-world development of 
large organisations, and of the role of accoun- 
ting therein, need to take account of monopoly. 
In this vein, this paper will argue that the 
purpose of budgets in “core” corporations 
gradually changed after the 1930s, to become 
an instrument of monopoly pricing policies 
which created the basis for an accommodation 
between employers and certain sectors of the 
labour force. 


Microeconomics as social theory 

The contract image of organisational relation- 
ships and the assumption of competitive mar- 
kets .are special cases of a more general 
intellectual myopia in transaction cost theory. 
As Robins (1987, p. 75) has argued: 


Although transaction-cost theory offers powerful tools 
for understanding the implications of specific social 
institutions for economic activity, it is incapable of 
explaining historical transformations in those institu- 
tions. The transaction-cost approach ultimately is an 
extension and application of micro-economic theory, 
and its capacity to describe reality is bounded by the 
limits of the theory —— that is, by the very institutional 
constraints that [it] would attempt to explain. 


The transaction cost approach thus stands 
accused of trying to make history backwards by 
rationalising past events through the insti- 
tutional lenses of the present, particularly in its 
assumption that all organisational relationships 
can be visualised as market transactions. By 
means of this device, all is explained by the 
conventions of microeconomics to the exclu- 
sion of social and political factors. But, to quote 
Robins once again, “the history of nineteenth- 
century developments is less a story of hier- 
archy displacing markets than a tale of social 
and political centralisation creating the condit- 
ions for large-scale production of goods 
(Knowles, 1967)” (Robins, 1987, pp. 76-77). 
The problem with an inordinate reliance upon 
transaction cost theory is that important 
aspects of history are excluded along with 
divergent economic perspectives. The danger is 
that history becomes written as an extension of 
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contemporary dominant ideologies, sanitised of 
discomforting explanations of capitalistic dev- 
elopment and the role of large corporations, 
educational institutions and the state. By neg- 
lecting an examination of alternatives foregone, 
such history blinds rather than enlightens by 
portraying the status quo as inevitable. 


Control, efficiency and effort 

Transaction cost theory confuses gains from 
increased effort with those from increased 
efficiency. In consequence, it confuses mana- 
gerial controls aimed at increasing effort levels 
with those directed towards increasing process 
efficiencies. This tendency is at its most visible 
in Williamson’s (1975, 1980) treatment of the 
employment contract. In law, this is incomplete 
in the sense that the employer formally 
receives, not a set amount and type of work, but 
the right to direct labour (“labour power” in 
Marxist terminology). Williamson attempts to 
explain this form of contract, and the conse- 
quent apparatus of control over the labour 
process, as a minimisation of transaction costs, 
from which both parties benefit. In this manner 
a tacit assumption is imported into the theory, 
that managerial control is directed solely to- 
wards improvements in efficiency rather than 
increases in effort levels. 

According to Williamson, variations in the 
precise task to be performed and difficulties of 
monitoring the possibility of opportunist 
behaviour on the part of workers make the 
negotiation of contracts covering all possible 
contingencies extremely costly. Thus a form 
of contract in which employers have the 
right, within limits, to allocate tasks and specify 
effort levels is seen as a less costly alternative, 
from which both parties can benefit. In part- 
icular, the individual worker’s lost opportun- 
ities for misappropriation and shirking are 
claimed to be more than compensated by the 
gains from preventing others from doing so. 
Thus authority relationships within the firm are 
depicted as the outcome of a notional process 
of rational economic exchange between work- 
ers and the firm, in which output efficiency is 
maximised. 
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This fanciful and individualistic genesis 
notably glosses over the issue of why the 
claimed economies in transaction costs should 
be achieved by assigning the right to fill in the 
gaps in the employment contract to capital 
ownership, in the person of the employer, 
rather than, say, to elected representatives of 
the workforce. More, it buries all of the gains to 
capital from the right to direct labour within a 
neutral-sounding reduction of transaction costs. 
Marginson (1986, p. 5) has commented: 


The concept of efficiency utilised by Williamson and 
Aoki is not well specified. An increase in efficiency can 
be defined as an increase in output for given inputs. 
However there is no certainty that in the case of labour 
input the last condition will hold. A strengthening of 
hierarchy can result in an increase of labour input, 
through the extraction of labour effort, as well as an 
increase in output. The efficiency implications of 
strengthening hierarchy are indeterminate —- both 
inputs and outputs could have increased. Hence the 
argument (Williamson, 1980) that the existence of an 
authority relation can be taken as evidence of enhanced 
efficiency in achieving common goals can be confronted 
with a plausible alternative hypothesis: hierarchy 
reflects the ability of those who own and control the 
firm to ensure that their goals dominate the goals of 
those employed in the firm. Supporting evidence for this 
alternative hypothesis can be drawn from the work of 
Marglin (1974), Pollard (1965) and Thompson (1967) 
who illustrate how the institution of hierarchy through 
the factory system had its origins in a search by 
employers for more effective means of coercing 
workers to work. Factory organisation was associated 
with working more days of the week, longer hours in 
the day, and more intensively. 


These comments indicate that an adequate 
history of capitalist forms of organisation — 
including the role therein of accounting inform- 
ation — needs to take cognisance of their part 
in the extension and intensification of labour, as 
well as of their ability to promote technical 
process efficiencies. 


Accounting information and the rational 
decision-making model of management 

The transaction cost view of management as 
a search for process efficiencies has conse- 
quences for Johnson and Kaplan’s conception 
of the managerial role of accounting inform- 
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ation. Therein it is seen as data to be fed into a 
rational decision-making process. Thus the 
quality of managerial decisions on production 
processes and resource allocation is seen as 
depending fairly straightforwardly on the time- 
liness, accuracy and relevance of cost inform- 
ation. Within this schema, cost data are seen in 
realist terms. Johnson and Kaplan write fre- 
quently of the “accuracy” of costs or, on the 
negative side, of their “distortion”. Whilst 
stressing that cost data need to be appropriate 
to the decisions to be taken, they nevertheless 
believe that, within the parameters of rele- 
vance, the quality of cost data is importantly 
determined by its accuracy. 

If, on the other hand, management is taken to 
be about the control of labour and of junior 
managers, the issue looks different. From this 
perspective, accounting information is to be 
judged by the results which it achieves, rather 
than its notional accuracy. To take a familiar 
example, the classical literature on the be- 
havioural aspects of budgets (e.g. Caplan, 1971) 
discusses the effects of setting targets at various 
levels of difficulty, not whether these levels are 
“correct” in some essential sense. On this view, 
the accuracy of budgets and internal attribu- 
tions of cost might be regarded as irrelevant, so 
long as they serve to focus managerial effort in 
the directions desired by those who control the 
organisation. Johnson and Kaplan deprecate the 
allocation of overhead costs on the basis of 
direct labour expended, on the grounds that 
this practice overstates the costs of labour- 
intensive processes, thus leading to unsound 
strategic decisions. But this assumes that stra- 
tegic decisions on the product mix are perma- 
ently on the agenda, whereas there may be 
phases of capitalist development where this is 
not the case. Given the monopoly power of 
certain American corporations in the days 
before the panic over Japanese competition, for 
example, product costings seem to have had 
more significance for pricing policy than for 
manufacturing strategy. Moreover, even where 
competition places cost reduction on the 
agenda, there is something to be said for the 
inaccuracy of traditional full-costing systems, 
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since these serve to direct managerial efforts to 
cut unit labour costs towards labour-intensive 
processes, which, as will appear in this paper, 
are precisely where resistance from labour is 
likely to be at its weakest. 


Explaining accounting stagnation 

Much of the rhetorical force of Johnson and 
Kaplan’s version of management accounting 
history derives from the fact that it contains a 
contradiction. If the search for gain from 
reduced transaction costs was sufficient to 
drive the evolution of organisational forms and 
accounting systems up to the mid-1920s, why 
did this process cease thereafter? Necessarily 
answers have to be imported from outside the 
transaction costs framework. Johnson and 
Kaplan find them in the imposition of financial 
reporting conventions on management 
accounting technique by professional account- 
ants and a takeover of research by academics 
interested only in abstract simplified problems. 
Thus Kaplan’s diatribe against the shortcomings 
of current management accounting is recon- 
ciled with Johnson’s optimistic view of the 
autonomous evolution of corporate forms and 
accounting technique. Into the bargain, plaus- 
ible culprits are produced, since not even their 
best friends could pretend that accountants are 
not preoccupied with financial reporting or that 
academics are not academic. 

Whilst this may constitute a solution to the 
logical problems created by framing accounting 
history within transaction cost theory, there 
remains an air of unreality about it. To reduce 
such accounting problems to accountants, be 
they academics or practitioners, seems to be a 
case of blaming the monkey rather than the 
organ-grinder. We are asked to believe that the 
comparatively minor vested interests of 
accountants and academics have been able to 
impose their intellectual habits upon manage- 
ment practice in America’s giant corporations 
for over sixty years, to the considerable detri- 
ment of their profitability. In fact, the indepen- 
dent influence of accounting professionalism on 
corporate practice may well have been mini- 
mal, both in the view of contemporary obser- 
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vers (Berle & Means, 1933, p. 202) and modern 
accounting historians (Merino & Neimark, 
1982). Speaking during the 1930s, Landis of the 
SEC had this to say: 


The impact of almost daily tilts with accountants, some 
of them called leaders in their profession, often leaves 
little doubt that their loyalities to management are 
stronger than their sense of responsibility to the 
investor (Carey, 1979, p. 262). 


As against the questionable thesis of financial 
accounting dominance, it is important to con- 
sider the possibility that the cost accounting 
systems which stand accused of failing 
American enterprise have actually persisted 
because they have some offsetting managerial 
advantage which lies beyond the grasp of 
transaction cost theory. By considering the 
evolution of accounting systems as an aspect of 
overall changes in the pattern of control of the 
labour process, the present paper attempts 
precisely this. 


Social transformation and management 
accounting technology: towards a labour 
process approach 

Johnson and Kaplan are not unaware of the 
relevance of the capital—Iabour relationship to 
the operation of accounting information sys- 
tems. Noting that early cost accounts were 
concerned with labour control, they remark 
that “arguments about the causes, costs, and 
possible benefits to workers of surrendering 
control over their labour in return for a fixed 
income have abounded since Ricardo and 
Marx” (Johnson & Kaplan, 1987, p. 22). But the 
concerns of political economy are cast aside 
when they self-consciously limit their remit to 
“the implications for accounting of the compli- 
cations that factory managers faced ‘once 
workers were employed at a wage” (ibid. p. 
22). The implication appears to be that the 
problems of securing compliance from the 
workforce are sufficiently addressed through 
the institution of the wage relationship, leaving 
managers free to search for process efficiencies. 
The notion that the problem of extracting work 
from the workforce cannot be solved on a 
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once-for-all basis, and that it actually lies at the 
root of many of the “complications” for 
accounting, is thus excluded from considera- 
tion. 

It is this questionable intellectual procedure 
which underlies Johnson and Kaplan’s theorisa- 
tion of changes in management control and 
capitalistic development through transaction 
cost theory. In this vein, it is stated as fact that 
“the goal of the scientific management engin- 
eers, such as Frederick Taylor, was to improve 
the efficiency and utilisation of labour and 
materials” (Johnson & Kaplan, 1987, p. 10). This 
is demonstrably partial, since Taylor himself 
stated that his system was a means of elimin- 
ating “systematic soldiering” (group output 
restriction) on the part of the workforce 
(Taylor, 1903). More generally, the notion that 
searches for efficiency under the pressure of 
competitive markets were the primary drive 
behind the development of capitalistic organ- 
isations and scientific management is highly 
contentious and has been strongly disputed by 
historians and radical political economists, e.g. 
Montgomery (1979, 1987), Braverman (1974), 
Clawson (1980), Nelson (1974). Inter alia, all 
of these writers reject technological determin- 
ism and economic imperatives as a satisfactory 
basis for explaining changes in the modes of 
management control. In contrast to the assu- 
med self-equilibrating behaviour of firms and 
markets and the social harmony implicit in 
transaction cost research, they describe how 
social conflicts were embedded in historical 
changes and how institutions such as the state 
and trades unions helped to shape controls at 
the point of production. Transaction cost 
theory tends to deflect attention from such 
issues rather than shed light on them. 

It ‘also tends to portray technological change 
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(in this case, of management accounting sys- 
tems) as the product of a continuous evolution- 
ary selection of more efficient forms, rather 
than as discontinuous, and crisis-driven 
(Schumpeter, 1942). In this vein, Johnson and 
Kaplan portray accounting developments up to 
the mid-1920s as a steady accretion of know- 
ledge and practice spurred on by firms and 
individuals operating within competitive and 
self-equilibrating markets. Such assumptions are 
called into question by the accumulating evi- 
dence (some of which will be reviewed in this 
paper) that new technologies and organisa- 
tional forms are partly responses to problems of 
capital accumulation and labour control. Clear- 
ly, a comprehensive historical analysis of 
management accounting along these lines is 
beyond the remit of a single paper. What 
follows, therefore, is an attempt to sketch out 
the form of such a history, focusing upon how 
management accounting has developed in rela- 
tion to the control of labour within increasingly 
concentrated producer markets in North 
America.” 


A LABOUR PROCESS APPROACH TO THE 
DEVELOPMENT OF SYSTEMS OF 
ORGANISATION AND ACCOUNTING 


Johnson and Kaplan analyse a perceived crisis 
in management accounting by examining its 
historical origins. In a notable advance on the 
“who did what first?” school of accounting 
history (see Flamholz’s 1983 comments on 
Johnson’s earlier work), they relate the early 
development of cost accounting to the evolu- 
tion of organisational forms which took place in 
American industry between 1850 and 1930. 
This development is analysed within the frame- 


2 This paper is directed at the issues raised in the opening paragraph, namely how management accounting developments 
have been related to the control of labour. The paper deliberately concentrates upon manual labour in manufacturing 
organisations. It does not examine how costing was associated with the growth of management and its control as a labour 
process, or the role of accounting knowledge and business schools in reproducing and legitimating management. The paper 
also concentrates almost exclusively on North American business history. It does not seek to deny that, inter alia, due to 
different cultures, state actions and patterns of class formation, accounting developments elsewhere (e.g. Germany, Japan 
and the U.K.) have been significantly different. Some discussion of these points can be found in Hopper (1990). 
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work of transaction cost theory (Williamson, 
1970, 1975) and is depicted as occurring in a 
number of stages, each of which is illustrated 
from Johnson’s studies of early organisations 
and accounting systems. 


The initial proletarianisation of the labour 
force 

The first stage of management accounting 
development described by Johnson and Kaplan, 
came with the end of putting out and other 
forms of subcontracting in single-product firms. 
In their account, the driving force behind this 
development was a belief on the part of 
entrepreneurs that gains in profitability could 
be obtained by increasing the efficiency of the 
conversion process and from improvements in 
labour productivity. In pursuit of these aims, 
systems of accounting for prime costs were 
developed. These enabled owners and entre- 
preneurs to monitor and compare the perfor- 
mance of workers and their supervisors, to 
encourage workers to achieve “company goals” 
and to root out “slack behaviour”. In these 
single activity organisations there was no 
development of measures of efficiency with 
which capital was employed, since there were 
no decisions to be made on alternative uses of 
capital. In any case, the rapid expansion of 
American markets from 1820 to 1870 ensured 
that a control of operating costs was sufficient 
to achieve satisfactory long-run returns on 
capital. 

The key case-study used by Johnson and 
Kaplan to substantiate this part of their thesis is 
that of the accounting system of Lyman Mills 
(Johnson & Kaplan, 1987, p. 24 ff.). This was 
one of a number of textile factories sited in the 
New England towns of Waltham, Lowell and 
Holyoak, which were owned by a close-knit 
group of financiers called the “Boston 
Associates”. These employers shared technolo- 
gical information, used common selling agents 
and managed their factories along very similar 
lines. Wage rates and working rules, for ex- 
ample, were identical throughout the group 
(Dublin, 1979). As will shortly appear, a 
number of the Boston Associates’ factories have 
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been studied by labour historians, and these 
studies provide an illuminating commentary on 
Johnson and Kaplan’s analysis. 

Essentially, the Lyman Mills accounting 
records consisted of records of operatives’ 
wages and other prime costs of production 
which were inspected weekly by the treasurer 
at company headquarters in Boston. Johnson 
and Kaplan’s interpretation is that this informa- 
tion was used by the management to monitor 
and compare the performance of individuals 
and of groups of workers with the object of 
increasing efficiency. 

In contrast to Johnson and  Kaplan’s 
approach, writings in the labour process tradi- 
tion emphasise that much of the gain in 
profitability from the early factory organisation 
of production came, not from increases in the 
technical efficiency of the conversion process, 
but from the ability of owners/entrepreneurs to 
intensify labour through close disciplinary 
control and to extend the working day 
(Clawson, 1980). Operatives in thé Boston 
Associates’ factories, for example, worked 12 
hours per day, six days per week (Dublin, 1979, 
p. 59), throughout the labour intensification 
process to be described presently. Similarly, 
Marglin (1974), has noted that many early 
English factories employed precisely the same 
production technology as the handicraft system 
which they displaced, indicating that their 
initial competitive advantage stemmed not 
from economies of scale, technological innova- 
tion or some conjectural reduction of transac- 
tion costs, but from an increased enhanced 
ability of owner—managers to discipline and 
drive labour in the factory setting (see also 
Gordon et al, 1982, p. 58). 

In this phase of capitalist development, 
which Gordon et al (1982) call initial 
proletarianisation, labour processes remained 
for the most part untransformed. In the Marxist 
terminology of labour process writers, labour 
had become formally subordinated to capital 
in the.sense that workers were now employees, 
but there was, as yet, little real subordination in 
the sense that production processes were 
designed and controlled by employers and their 
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agents. The major exception, in the American 
context, was the New England textile industry 
(of which Lyman Mills was, of course, a part). 
From the outset, this employed the mechanised 
production methods pioneered in Great Britain 
(Lazonick, 1981; Gordon et al, 1982, p. 69; 
Burawoy, 1985). 

Since the workforces of the day were accus- 
tomed to the rhythms of agricultural produc- 
tion, the ability of early factory regimes to 
increase labour productivity depended on a 
harsh discipline of time and task (Thompson, 
1967). Partly for this reason, factory work was 
unpopular and the supply of labour frequently 
depended upon a lack of alternative sources of 
livelihood. Some early American textile mills, 
for example, recruited whole families from the 
depressed agriculture of New England on the 
so-called “Rhode Island system” (Ware, 1931; 
p. 199). The Boston Associates, on the other 
hand, owed much of their success to the 
provision of company dormitories for single 
“Yankee farm girls” willing to work for a short 
period in order to supplement the family 
income before returning to marriage and the 
land (Ware, 1931; Dublin, 1979, p. 16; Gordon 
et al, 1982, pp. 68-69). Besides serving to 
attract labour, this system also exhibited 
some of the features of “total institutions” 
(Goffman, 1968), creating the conditions for a 
disciplinary regime which extended deep into 
what would nowadays be considered to be the 
workers’ private lives (Gersuny, 1976). 

Whilst Johnson and Kaplan are too 
competent as historians to be unaware of these 
features of the organisation of Lyman Mills, or 
to ignore the potential of the accounting 
records for increasing effort levels, their inter- 
pretation is distorted by their commitment to 
transaction cost theory. They write: “The early 
cost accounts of Lyman, Mills also offered 
incentives and controls to mitigate slack be- 
haviour that might otherwise dissipate the 
productivity gains inherent in mechanised, 
multiprocess systems” (Johnson & Kaplan, 
1987, p. 31). Thus an intensification of labour is 
represented as an implicitly costless reduction 
of “slack behaviour” and the productivity gains 
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therefrom are credited to mechanisation and 
integration. 

The facts certainly bear a different interpre- 
tation. The accounts in question date from the 
mid-19th century, a period when the Boston 
Associates were faced with falling prices and 
rising inventories of unsold cloth as a result of 
intensified competition from England. In 1834, 
acting in concert, they imposed a wage cut of 
about 18% in all their factories, so precipitating 
an abortive strike. In 1836, there was a similarly 
unsuccessful strike against an increase in the 
price of board and lodgings. By the time further 
wage cuts were imposed in 1837 and 1840, the 
“Yankee farm girls”, having alternative means of 
survival, were beginning to leave the mills and, 
from 1840 onwards, their place was increas- 
ingly taken by Irish immigrants who had little 
choice but to accept the worsening conditions. 

The factories themselves were managed by 
on-site agents who reported weekly to a chief 
executive and treasurer based in Boston. Whilst 
the pressure to increase production or reduce 
costs came initially from the treasurer, agents 
had substantial autonomy as to how this was 
done. Though there were some technical 
process improvements, their main responses 
were the stretch-out (an increase in the 
number of machines supervised by each oper- 
ative), the speed-up (an increase in the oper- 
ating speed of the machines) and a premium 
bonus system whereby the overseer whose 
workers produced at least unit cost received a 
cash payment which could amount to as much 
as $100, compared to an annual salary of $600. 
Indeed this latter incentive was blamed for a 
pronounced deterioration in the relationships 
between overseers and the “girls”. 

As a result of these measures, the workload of 
the spinners and weavers more than doubled 
between 1840 and 1854 whilst wages remained 
substantially the same. Indeed it was the 
explicit policy of the Boston Manufacturing 
Company in Waltham (and probably of other 
factories in the group) to adjust piece-rates so 
that earnings remained steady whilst speed-up 
and stretch-outs were imposed — quite apart 
from actual reductions in real wages. The 
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records used to achieve these results were 
those of the paymaster, to whom were reported 
monthly figures for output, days worked and 
earnings of each operative (Ware, 1931, pp. 
230—272; Dublin, 1979, pp. 100—109). 

It is not clear from Johnson and Kaplan’s 
account whether their interpretation of the 
uses made of accounting information in Lyman 
Mills is based on records similar to these, or on 
others. What zs clear, however, is that some of 
the accounting information in the Boston 
Associates’ factories of the mid-19th century 
was clearly implicated in the intensified exploi- 
tation of labour with which the employers 
responded to increased competition. 

Once it is established that accounting inform- 
ation is used to redistribute the rewards from 
productive labour, rather than to increase the 
efficiency with which it is employed, it needs to 
be seen in the context of other labour process 
controls, since such a redistribution may well 
be resisted. For example, records which indi- 
cate where piece-rates “should” be cut are of 
little use unless the possibility of acting on the 
information has already been established. 

As has already been pointed out, the Boston 
Associates’ factories were run as a unit, with 
identical wage structures, conditions and lists 
of disciplinary rules. In order to solve the 
problem of labour stability, the “girls” were 
required to sign yearly contracts, with defaul- 
ters blacklisted throughout the group. Depart- 
ments within the factories were controlled by 
(male) overseers who had absolute power to 
hire, fire and discipline the workers. Gersuny’s 
(1976) study of the records of dismissals from 
one factory in the group shows a pattern of 
individual victimisation, sometimes for “combi- 
nation” (trade union activity), coupled with a 
managerial concern to establish their own 
dominance and what they considered to be 
proper standards of deference in the workforce, 
in the light of the prevailing gender stereotypes 
of the time. In the company dormitories “moral 
police” controlled out-of-work behaviour, 
which, again, included a prohibition on “combi- 
nation”. By these means, the Boston Associates 
and their agents maintained the control of the 
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labour force upon which depended their ability 
to act on the labour cost information generated 
by their accounting records. 


Internal contract and the role of accounting 
in its demise 

The recruitment and control of skilled labour 
posed special problems for the early industria- 
lists, especially in America where it was scarce 
(Habakkuk, 1967). To some extent, the supply, 
as with semi-skilled labour, depended on a lack 
of alternatives. Some industries were able to 
depend on a supply of ex-handicraft workers 
driven out of business by the emergent 
capitalist enterprises (Gordon et al, 1982, p. 
57). In the particular case of the New England 
textile industry, where the production process 
was an import or reinvention of English tech- 
nology (Lazonick, 1981), low wages in England 
created a supply of skilled immigrant workers, 
despite laws forbidding their exodus (Ware, 
1931, p. 203). For the employers, external 
recruitment from these sources had the impor- 
tant consequence that craft knowledge was 
initially possessed by the workers rather than 
themselves, with skills passed on by senior 
workers to their junior counterparts through 
systems of apprenticeship. 

With this situation, the problems of delegated 
control began. Whilst salaried managers and 
foremen existed, they were not the norm. With 
Adam Smith (and like contemporary agency 
theorists), most 19th century owner—managers 
believed that the security of fixed salaries ‘could 
only lead to “idleness, negligence and pro- 
fusion” (Smith, 1970; see also Clawson, 1980, p. 
68). Instead, they preferred to rely on the profit 
motive, in a variety of forms of internal 
subcontracting, some of which cast skilled 
craftsmen or heads of households in the role of 
internal contractors (Littler, 1982). Besides 
providing a clear motivation for contractors to 
extract the most out of the labour they 
employed, the subcontracting relationship had 
several other advantages for employers: it 
largely eliminated the need for them to be 
conversant with the production process 
(important so long as craft workers. still 
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possessed the “secret knowledge of produc- 
tion”), it spread risk, and it avoided large 
administrative overheads, partly by acting “as a 
substitute for accounting” (Littler, 1982, p. 67). 

Though internal contract began to disappear 
in the latter half of the 19th century, it cannot 
be assumed that this was a consequence of the 
economic inefficiencies of an archaic system or 
a technological conservatism rooted in a mono- 
polisation of production knowledge by the 
workforce. Clawson (1980) points out that 
many of the 19th century factories run on the 
internal contract system (such as the 
Winchester Repeating Arms Company) were 
large, complex and technologically progressive, 
with many examples of technological inno- 
vation instigated by the subcontractors. In fact 
the eventual displacement of internal contrac- 
tors from Winchester Arms resulted in in- 
creased costs for a number of years, probably 
because the college-trained executives who 
replaced them lacked their practical produc- 
tion know-how. 

Clawson suggests that the real reason for the 
displacement of the internal contractors lay in 
their ostentatious displays of wealth in times of 
prosperity. Their tendency to turn up for work 
in horse-drawn carriages, for example, was 
greatly resented by employers both as visible 
haemorrhage of profit and as contrary to their 
ideas on social rank. Thus the employers’ gut 
response to economic downturn was a system- 
atic attempt to squeeze their contractors’ 
profits. Clawson’s account of events in a 
number of American companies in the last 
quarter of the 19th century indicates that the 
development of labour cost records was inte- 
gral to this process. 

Until the 1870s, contractors in the metal- 
working industries were paid according to the 
contract price and the number of units 
delivered. Companies kept no record of the 
hours worked by the contractors’ employees, 
or of how much and on what basis they were 
paid. There was therefore no check on con- 
tractors’ profits, either overall or on particular 
tasks. Amongst others, the Singer company 
decided to change all this by paying employees 
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directly. According to a contemporary source, 
what “looked like a very innocent and un- 
important change ... was really the thin edge of 
the wedge which was ultimately to deprive the 
contractor of his profits” (Clawson, 1980, p. 
117). Of necessity, the direct payment of wages 
called for the creation of records, and these also 
enabled the company to obtain information on 
the wage cost of each item of production and so 
discover which contract prices were high in 
relation to the contractors’ costs. This informa- 
tion was subsequently used to renegotiate 
contract prices and so reduce the contractors’ 
income. Eventually, contractors became reluc- 
tant to bid on certain jobs with the result that, 
over time, fewer and fewer of the company’s 
workers were employed through them. 

Johnson and Kaplan have comparatively little 
to say on internal contract. However, they do 
locate “the scientific quest for knowledge about 
efficiency” (p. 48) in the context of metal- 
working firms which were originally run on this 
system. Whilst noting that internal contracting 
meant that the beneficiaries of efficiency 
improvements tended to be contractors and 
their workers rather than ownership, Johnson 
and Kaplan nevertheless see the motive for 
improved record-keeping as a “desire for closer 
control over increasingly complex and special- 
ised manufacturing tasks” rather than a redis- 
tribution of the benefits from innovation. 
According to Johnson and Kaplan, moreover, 
the improvement in record-keeping was 
accomplished by encouraging workers to re- 
cord their own activities in return for a share in 
the gains from improved efficiency. By contrast, 
Litterer’s study (1963) indicates that workers 
were not trusted in this respect and that 
specialist time-keepers were employed for the 
purpose. 

The discrepancy in these accounts is marked. 
For Johnson and Kaplan, accounting develop- 
ments appear as part of a drive for efficiency. To 
Clawson, the immediate stimulus was a desire 
to appropriate the profits of internal contrac- 
tors, at the expense, initially at least, of 
increased costs. To Johnson and Kaplan, the 
development of work records had relatively 


COST ACCOUNTING, LABOUR AND CONGLOMERATES 


benign consequences for the workforce. To 
Litterer, on the other hand, the result was the 
imposition of an additional system of activity 
surveillance, in which it is not too fanciful to 
see the origin of the future expansion of 
supervision. The suggestion is that the creation 
of internal cost records marks the beginning of 
a transfer of financial knowledge from the 
worker to the factory owner, which not only 
permitted rewards from innovation to flow in 
the same direction, but also provided the 
potential for making visible where returns 
might best be creamed off and labour be 
intensified and disciplined. 

The question of the reasons for the decline of 
internal contract is important for Johnson and 
Kaplan’s history. As they point out, it was the 
establishment of costing systems specifically in 
the metal-working industries, where internal 
contract had previously been dominant, which 
laid the foundation for the later development of 
standard costing systems by the American 
industrial engineers. If, as is suggested by 
Clawson’s work, the establishment of these 
early costing systems had nothing to do with 
the efficiency of the conversion process (and, in 
the event, actually reduced it), but was a means 
of redistributing profits, the general applica- 
bility of Johnson and Kaplan’s historical model 
is thrown into question. If relatively permanent 
changes in systems of organisation and account- 
ing can be shown to occur which have nothing 
to do with gains in efficiency (or reductions in 
transaction costs), it follows that the latter 
cannot be a sufficient explanation of the former. 


Scientific Management and the 
hbomogenisation of labour 

The second major phase of management 
accounting development occurred roughly be- 
tween 1870 and 1920, as firms sought to 
maintain profitability through a series of eco- 
nomic recessions. The period was also charac- 
terised by intensified competition in conse- 
quence of the geographical expansion of mar- 
kets, following the creation of a national rail 
network offering cheap freight rates. 

Firms responded in two basic ways. Attempts 


417 


to intensify the labour process took the form of 
further assaults upon internal subcontracting 
and craft labour controls. At the same time, 
companies sought to protect themselves from 
competition and the prospect of bankruptcy 
through a-series of mergers, culminating in the 
great merger movement of 1898—1902. In the 
space of twenty years, the structure of 
American industry was dramatically 
transformed. The small, owner-managed and 
essentially self-financing firms of the late 19th 
century were swept up into giant conglomer- 
ates, controlled by external financiers through 
pyramid holding companies and the concen- 
tration of voting rights into small proportions of 
the total equity (Berle & Means, 1933). 

In a commanding synthesis of labour histor- 
ies of the period, Montgomery (1987, pp. 45— 
46) describes both of the above developments 
in the American iron, steel and metal-working 
industries between 1870 and 1930: 


By the turn of the century, the steelmasters’ quest for 
greater and more secure profits had led them not only to 
integrate “backward” for every operation from the iron 
or coal mine to the rolling mill but also to attack the 
menace of workers’ control in any part of those 
operations and ultimately to search for ways in which to 
cut the taproot of nineteenth century workers’ power 
by dispossessing the craftsmen of their accumulated 
skill and knowledge. 


Where Johnson and Kaplan follow the transac- 
tion costs orthodoxy in arguing that the 
appearance of vertically integrated companies 
resulted from entrepreneurial perceptions of 
possible efficiency gains, Montgomery (1987, p. 
179) points out that it is difficult to point to 
cost savings for the large metal-fabricating 
firms, since these enjoyed few economies of 
scale, if any. Similarly, whilst Wells (1978) 
concurs with Johnson and Kaplan that develop- 
ments in cost accounting were closely associ- 
ated with the efficiency movement centred on 
the American Society of Mechanical Engineers, 
he explicitly denies their presumed imperative 
of efficiency as a cause, noting that, “Contrary 
to the common view that competition provided 
the stimulus to the introduction of costing 


418 


systems, a notable feature of the American 
mechanical engineers was a lack of 
competition” (Wells, 1978, p. 51). In parallel 
with the theme of this paper Wells goes on to 
note that by the 1920s “With the advent of 
efficiency experts, the emphasis [of costing 
systems] shifted to control” (Wells, 1978, p. 
53). 

The increases in the size and complexity of 
industrial organisations following the merger 
movement, and employers’ efforts to develop 
systematic means of labour control, created a 
need for complex managerial hierarchies to 
administer the paper bureaucracy which in- 
creasingly replicated and controlled the 
productive processes (Braverman, 1974). How- 
ever, these systems did not appear overnight. 
Initially the labour process was managed 
through the agency of foremen, and efforts at 
intensification were relatively unsystematic. 
Later, however, this aspect of the foreman’s role 
was increasingly taken over by the industrial 
engineers, who began to undermine craft 
controls through process redesign and the 
creation of effort standards under the slogan of 
“Scientific Management”. These formalised 
production methods and effort (cost) standards 
were to play a crucial role in the developing 
bureaucratisation of industrial organisation 
(Littler, 1982). 


The role of accounting information in 
supplementing the control of the labour 
process by foremen 

The destruction of internal contract left “the 
employer facing the solidity of his own 
ignorance about shop-floor performance” (Littler, 
1982, p. 84). This vacuum of managerial 
knowledge was initially filled by salaried fore- 
men, employed at a fraction of the costs of the 
former subcontractors, though initially wield- 
ing much the same powers (Clawson, 1980, p. 
127). Fundamental to the labour process 
approach to organisational history, however, 
is the notion that “solutions” to the organ- 
isational problems of capital accumulation 
inevitably generate further problems which 
derive ultimately from contradictions in the 
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social relations of production. The expansion of 
the “foreman’s empire” (Gordon et al., 1982, p. 
135) created two such problems: that of how 
the foremen were to control the work of skilled 
craftsmen, and that of how employers and their 
senior managers were to monitor and control 
the activities of the foremen themselves. In 
both cases, the “solution” involved develop- 
ments in cost and management accounting. 

The problem of controlling the “foreman’s 
empire” grew quickly. Partly because of the 
detailed controls of the labour process de- 
manded by the new methods of management 
(to be discussed presently), the number of 
foremen in manufacturing industry increased 
by more than 300% between 1900 and 1920, 
whilst total employment increased by only 
96%. At the beginning of the périod, moreover, 
foremen exercised virtually unlimited authority 
within the shop, controlling the administration 
of payment systems as well as possessing the 
unfettered right to hire, fire and promote 
workers (Gordon et al, 1982, pp. 135-137). 
These wide and arbitrary powers were resented 
by workers and were a significant source of 
disputes. 

Part of the employers’ response was a gradual 
transfer of many of the foreman’s functions to 
centralised staff departments as the continued 
increase in the size of companies made these 
economically feasible. Personnel offices took 
over payment systems and the hiring and firing 
of labour, whilst rate-fixers and quality control 
inspectors appeared on the shop floor (Jacoby, 
1985). The other aspect of the response 
depended upon accounting records. As has 
already been pointed out, earnings and produc- 
tion records at Lyman Mills were. already being 
used by the 1850s to allocate bonus payments 
to those supervisors whose workers produced 
at the lowest unit costs. The 1915 prime cost 
reporting system at the E.I. DuPont de Nemours 
Powder Company was similarly used to stimu- 
late competition between mill superintendants 
to produce at the lowest direct cost (Johnson, 
1975; Johnson & Kaplan, 1987, p. 72). These 
instances indicate that the current concerns of 
agency theory are very venerable indeed: cost 
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data seem to have been used from the outset to 
create a framework of monitoring information 
with the object of containing the wide powers 
then delegated to foremen and superintendents 


by aligning their interests with those of their 


employers. 


Standard cost systems and the control of craft 
labour 

Whilst historical costing systems, backed up 
by the disciplinary powers of foremen, might 
suffice to speed up semi-skilled labour pro- 
cesses, the obstacles to the intensification of 
labour posed by the craft control of skilled 
work were of a different order. Ultimately, of 
course, they acted as the catalyst for funda- 
mental changes in the nature of capitalist 
control of the labour process. 

In the first experiments, from the 1880s 
onwards, piecework began to supplant the time 
rates previously favoured by internal contrac- 
tors (Clawson, 1980, p. 168; Littler, 1982, p. 
82), on the supposition that a general economic 
incentive to increase output could bypass the 
problem of detailed labour process controls. 
In practice, however, managements invariably 
undermined their own logic of incentives by 
cutting rates whenever workers’ earnings rose 
to a level which they considered unacceptable. 
This tactic caused many industrial disputes 
until workers learnt to defend themselves 
against rate cutting by restricting output (a 
practice recognised as “systematic soldiering” 
by Taylor, but attributed to a “logic of senti- 
ments” rooted in anthropological mysteries in 
the supposedly more sophisticated Hawthorne 
studies of the 1920s (Rose, 1979) ). For these 
reasons, the simple replacement of time-rates 
by piece-rates proved self-defeating. 

From the 1890s until the First World War, 
time-saved bonus systems enjoyed a vogue with 
employers in the British engineering industry, 
since these systems incorporated a kind of 
automatic and concealed rate-cutting. A basic 
wage was guaranteed for a level of production 
corresponding to pre-set time allowances, be- 
yond which bonuses were payable in propor- 
tion to the “time saved” over these allowances. 
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The element of rate-cutting stemmed from the 
fact that production over a basic level was paid 
at a progressively lower rate. Eventually this 
system also stimulated opposition and output 
restriction on the part of the workforce (Littler, 
1982, p. 84). 

All of these systems failed as means of 
combatting output restriction for one simple 
reason: that the piece-rates and time allowances 
themselves already contained an element of 
output restriction because they could only be 
set on the basis of observation, judgement or 
past experience. In two respects, however, the 
experiments with piece-rates laid the founda- 
tions for the future development of Scientific 
Management: they clarified the need for 
management to understand and take control of 
the labour process in order to speed it up, 
rather than relying on generalised economic 
pressure, and they stimulated the creation of an 
infrastructure of systematic record-keeping on 
the activities of the workforce (Clawson, 1980, 
p. 187). 

The outlines of the “revolution in manage- 
ment” built on these foundations by F. W. 
Taylor and other American industrial engineers 
are too familiar to need detailed rehearsal here. 
Because “Both the cost and intractability of 
skilled labor posed special challenges to the 
owners of metal working firms”, it was these 
which provided the crucial “laboratory” for the 
original development of Scientific Management 
by the American Society of Mechanical Engi- 
neers (Montgomery, 1987, p. 179), which both 
Johnson & Kaplan (1987) and Wells (1978) 
recognise as central to cost accounting 
developments. 

The means of removing the obstacle to 
control presented by craft skills depended upon 
a “homogenisation of labour” (Gordon et al., 
1982) in which craft labour processes were 
redesigned, fragmented and simplified so that 
skill levels were reduced and the mental 
aspects of production incorporated into 
management (Braverman, 1974). Technological 
developments were involved in this process as 
well as the mere redesign of labour processes. 
Gordon et al. (1982, p. 115) give examples of 
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technological changes in the metal-working 
industries which were aimed at breaking the 
power of highly-paid and troublesome craft 
workers rather than “quantitative reductions in 
unit factor costs in the short run” (see also 
Bruland, 1982, for British examples). 

Like Taylor himself, Johnson and Kaplan 
represent Scientific Management as a search for 
efficiencies. Whilst labour process writers are 
willing to concede the positive contribution of 
trained mechanical engineers in this respect 
(e.g. Clawson, 1980, p. 237), it is important to 
recall that Taylor also saw his system as an 
assault upon “systematic soldiering”, that is, the 
restriction of output by skilled craftsmen based 
on the monopoly of production know-how 
which they had hitherto possessed. Once “All 
possible brain work [was] removed from the 
shop and centred in the planning or laying-out 
department” (Taylor, 1903), it became possible 
to take control of the pace of work in a manner 
which had been inconceivable under the 
regime of craft control. Moreover, the claim 
that effort standards could be “scientifically” 
determined, however nonsensical to the philo- 
sophically inclined, provided a potent ideologi- 
cal warrant for the speed-up (Clawson, 1980, p. 
236). From the perspective of labour process 
theory, the key feature of Scientific Manage- 
ment was not the increases in technical effic- 
iency, but the creation of deskilled and 
fragmented labour dependent upon the pro- 
duction engineering and control now in- 
corporated into management. Both to Marx and 
to Braverman (1974), this real subordination of 
labour to capital was one of the defining 
features of the fully developed capitalist mode 
of production. 

As is by now well known, the first standard 
cost systems were closely associated with the 
Scientific Management movement (Wells, 1977, 
1978; Epstein, 1978). However, the labour 
process control and intensification aspects of 
Scientific Management are not squarely recog- 
nised in most accounting histories and, in 
consequence, these are not always clear on the 
respects in which standard cost systems rep- 
resented an “advance” on detailed historical 
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costing systems of the Lyman Mill type (e.g. 
Garner, 1976). The labour process perspective 
considerably illuminates such questions: whilst 
historical cost systems permitted detailed and, 
in principle, timely monitoring of performance, 
and could well have been developed into full- 
blown systems of variance reporting on the 
basis of standards derived from experience, true 
standard costs are based on the engineering 
redesign and analysis of the labour process, and 
so are invulnerable to the influence of the 
workforce. It is this critical difference, a 
difference in the source of standards rather than 
in accounting procedures, which has made 
them such an effective instrument of manage- 
ment control and the intensification of labour. 


Management accounting, bomogenised 
labour and anti-unionism in the 1920s 
During the merger wave at the end of the 
19th century, vertically integrated organ- 
isations began to appear, which incorpor- 
ated purchasing, transport and distribution 
within the same organisation as manufacturing. 
This development was driven by the realisation 
of entrepreneurs that profits could be increased 
by securing reliable supplies of raw materials 
and stable markets for mass production pro- 
cesses, by economies of scale, and by acqui- 
sition of the profits of formerly independent 
suppliers of materials and the commissions of - 
former selling agents. In their early form, these 
organisations developed functional structures 
which enabled the expertise of specialist mana- 
gers to be brought to bear on each aspect of 
company operations. At this stage the account- 
ing measures of operational efficiency first 
developed in single activity organisations 
sufficed. Top management, meanwhile, were 
faced with two new tasks which had not existed 
in single-activity organisations: that of ensuring 
that the activities of specialist managers were 
aligned with the objective of company profit- 
ability and that of devising the optimum pattern 
of investment of company resources. These 
problems — notably as encountered in the 
General Motors inventory crisis of 1920 — 
stimulated new developments in organisational 
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forms and management accounting technique. 
In the pioneering multidivisional organisations, 
the problems of performance monitoring and 
investment allocation were tackled by the use 
of budgets to control and balance the internal 
flow of resources and by use of such measures 
as return-on-investment (R.O.L.) and stock 
turnover ratio to compare the productivity of 
capital invested in different activities, as well as 
to measure the performance of their managers 
(Chandler & Daems, 1979). In a kind of 
bureaucratised revival of internal contract, 
these forms of organisation linked managers’ 
career interests to accounting measures of 
performance, so permitting a “decentralised 
centralisation” (Pfeffer, 1978), in which 
managerial initiative could be contained within 
the imperative of capital accumulation. At the 
same time, the proliferating flows of financial 
information, along with the managerial records 
of performance and standards already gener- 
ated by industrial engineering, resulted in vast 
shadow paper organisations which mirrored 
the productive process, thus rendering it visible 
and accessible to managerial intervention, but 
which, at the same time, called for expanded 
cadres of managerial, technical and clerical 
labour which created control problems of their 
own. 

Johnson and Kaplan describe these processes 
through a discussion of the accounting inno- 
vations of Dupont and General Motors from 
about 1900 to 1925. The nature of these 
accounting innovations is now widely known 
through the researches of business historians 
such as Chandler (1966, 1977), Dale (1960) 
and Johnson himself (1975), and there can be 
no serious doubt that they were crucial to the 
success of the giant, and otherwise unwieldly, 
conglomerates of monopoly capitalism. What is 
open to dispute is the precise nature of their 
contribution. Johnson and Kaplan take the 
conventional line that accounting measures of 
the performance of operating units provided a 
rational basis for the allocation of corporate 
investment resources, and also served to align 
the interests of middle management to those of 
corporate management and capital ownership 
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(cf. Chandler & Daems, 1979). The emphasis in 
this account is on the control of operational 
management, firstly by the subjection of their 
claims on corporate investment resources to an 
apparently rational comparative appraisal, and 
secondly by the creation of measures of their 
performance. Leaving to one side the consider- 
able literature on the consequences of divi- 
sional performance measures for intermanagerial 
conflict and other organisational “dysfunctions”, 
it is noticeable that the workforce simply does 
not enter into Johnson and Kaplan’s conception 
of the role of the new management accounting 
techniques. The result is that they are insensi- 
tive to the historical specificity of the condi- 
tions under which the new techniques emerged, 
and which may well have contributed to their 
success. 

According to Gordon et al. (1982), the years 
1890 to 1920, which roughly correspond to the 
accounting innovations by Dupont and General 
Motors, also saw the consolidation of a pattern 
of employment which contemporary observers 
called the “drive system”. This consisted of 
three dimensions: the reorganisation of work, 
facilitated by mechanisation and job restruc- 
turing; increased plant size, which increased 
the impersonality of work; and the continuing 
expansion of the foreman’s role. The major 
consequence for the workforce was the re- 
placement of locally specialised skills and 
experience by mass labour markets in which 
the individual semi-skilled worker was highly 
vulnerable to substitution. From the outset, the 
consequent threat represented by the “reserve 
army of labour” was reinforced by employer 
campaigns to “extirpate unionism root and 
branch from the United States” (Gordon et al., 
1982; see also Bendix, 1956, on the contem- 
porary “ideology of the open shop” ). Tactics 
included the violent harassment and depor- 
tation of trade union activists and the sponsor- 
ship of company “unions”. 

The success of these campaigns varied with 
economic conditions. During the labour short- 
ages of the First World War, craft unions, in 
particular, had achieved significant gains, partly 
on the basis of the state’s need to obtain the co- 
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operation of organised labour. By the mid- 
1920s, however, trade union strength, as 
indexed by strike activity and membership 
Statistics, was at a low ebb. Under these 
conditions, there was little trade union resis- 
tance to what one contemporary commentator 
called “fluctuating labour requirements”, whilst 
another observed that “physical output per 
worker is extremely flexible and under favour- 
able conditions can be quickly:and substantially 
increased” (Gordon et al., 1982, p. 163). This 
was the general state of the balance of advan- 
tage between labour and capital at the time of 
the introduction of General Motors’ pioneering 
management accounting system. | 

AS outlined by Johnson & Kaplan (1987, p. 
102), this centred on the calculation of 
“standard prices” which would ensure a 20% 
return on capital for each product division at 
80% capacity. Fixed capital investment for each 
division was adjusted so that the yearly volume 
planned on the basis of sales forecasts could be 
achieved at an average 80% capacity. Selling 
prices in the industry were traditionally fixed 
for a year in advance and were largely dictated 
by product markets. If the proposed selling 
prices fell below the standard prices needed to 
maintain 20% R.O.L, divisional managers were 
expected to reduce projected operating costs. 
Similarly, if sales forecasts (by corporate 
management rather than the divisional mana- 
gers themselves in the mature system) indi- 
cated that plant would run below 80% capacity, 
operating costs would again need to be reduced 
to compensate. 

Once agreed, annual projections were 
broken down into monthly forecasts according 
to past experience of seasonal sales fluctuations. 
These forecasts specifically included budgets 
for direct production costs and earnings. Moni- 
toring of performance against targets was on a 
monthly basis (or daily, in the case of some 
items), with an early form of flexible budgeting 
used to isolate cost variations which were due 
solely to short-term output fluctuations from 
“genuine” variations in production costs. If, 
during the planning year, there were signs that 
the target return-on-investment would not be 
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achieved, there was little scope for corrective 
action either by compensating cuts in fixed 
capital investment, since this had already been 
determined, or through price increases, since 
the industry tradition was to hold prices 
throughout the model year. In any case, Sloan 
believed that increasing prices at a time of 
falling demand would have the effect of de- 
creasing revenue (Sloan, 1986, p. 147). Nor was 
it possible to achieve targets by arbitrary 
manipulations of overhead costs, a modern 
practice much excoriated by Johnson and 
Kaplan, since factory overhead was applied at a 
fixed rate to all units produced. The system 
therefore encouraged divisional managers to 
keep close control of inventories and to 
respond quickly to adverse changes in the 
competitive environment or seasonal down- 
turns in demand by reducing direct costs. 
Johnson and Kaplan make it clear that the 
system was used to provide a very positive 
motivation in this respect: “[the data] enabled 
top management to swiftly remove a divisional 
manager who failed to perform as expected. 
Obviously, such a reporting system put enor- 
mous pressure on the division manager to 
remove slack and inefficiency at all levels 
within his division” (Johnson & Kaplan, 1987, 
p. 116). Again, however, Johnson and Kaplan 
see the situation through the distorting frame- 
work of transaction cost theory: the real-life 
consequences for the workforce were seasonal 
lay-offs and speed-ups of the production lines, 
both of which practices were notorious 
throughout the American motor industry of the 
1920s. 

What Johnson and Kaplan do not adequately 
stress is that the American motor industry of 
the 1920s, besides being subject to the normal 
instabilities of demand in a capitalist economy, 
was highly seasonal, partly due to the employ- 
ers’ reliance on an annual spring model change 
to stimulate sales. Douglas & Director (1931, 
pp. 75, 77) give the following figures for the 
seasonal variations ‘in employment for the 
industry as a whole: 

1923 — 50% 
1924 — 21% 
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1925 — 19% 
1926 — 11% 
1927 — 11% 
1928 — 10% 
1930 — 24%. 


As for longer-term fluctuations in employ- 
ment, McPherson (1940) gives the following 
figures for the peaks and troughs during the 
1930s: 


1929 — 448,000 
1932 — 244,000 
1937 — 517,000 
1938 — 306,000. 


What distinguished General Motors from 
other firms whose employment practices are 
aggregated within these figures, was that it 
had an accounting system which enabled it 
to be more responsive to market fluctuations. 
In order to obtain a rounded picture of 
the operation of this management accounting 
system, therefore, it is important to appreciate 
the costs which were imposed upon the 
workforce. 

In the recession years of 1933—1934 nearly 
40% of General Motors workers worked fewer 
than 29 weeks. Even after switching to an 
autumn model change in response to Govern- 
ment pressure to stabilise employment, only 
85% of General Motors workers worked for a 
full year (Fine, 1969, p. 60). With hindsight, 
Alfred P. Sloan himself recognised “... the 
hardships caused by our cyclical production” 
(Sloan, 1986, p. 404). 

Besides these aggregate effects, seasonal lay- 
offs exposed workers to the arbitrary power of 
foremen, since, throughout the 1920s and 
1930s, it was largely they who decided who 
would be laid off and re-hired. This discretion- 
ary power was routinely used to discriminate 
against trade unionists (Fine, 1963, p. 151). For 
workers over 50, annual lay-offs also brought 
the fear of permanent unemployment since it 
was widely believed by employers (with some 
justification) that men of this age could not 
keep up with the demands of the line speeds 
(Fine, 1969, pp. 56, 60; Jacoby, 1985, pp. 218, 
235; Montgomery, 1979, p. 141). 
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Whilst the instability of 1920s’ American 
product markets certainly existed prior to 
General Motors’ accounting system, the latter 
was clearly instrumental in throwing the costs 
onto the workforce. Indeed, that was the logical 
consequence of a method of accounting cal- 
culation designed to protect the shareholders’ 
20% return-on-investment in the face of econ- 
omic fluctuation. Providing headquarters man- 
agement with clear and prompt signals whenever 
falis in demand threatened divisional contribu- 
tions to this target, the system, as Johnson and 
Kaplan point out (1987, p. 116), was used to 
put great pressure on divisional managers. 
Whilst there may have been genuine long-run 
gains in efficiency as a result, the extent and 
timescale of the market fluctuations ensured 
that the predominant managerial response 
would take the form of lay-offs and the speed- 
up. It is arguable that the promptitude and 
accuracy of these responses at General Motors 
was the principle achievement of the system, 
rather than the alchemy of efficiency claimed 
by Johnson and Kaplan. In view of this, it is not 
surprising that there was widespread resent- 
ment of budgeting during the 1920s and 1930s, 
due to its association with the casualisation of 
labour (Loncar, 1956). 

The important implication is that the success- 
ful operation of the 1920s’ General Motors 
accounting system depended on the inability of 
organised labour to contest speed-ups and 
seasonal lay-offs. Thus the anti-unionism of 
General Motors during the 1920s was not a 
quirk of labour relations policy incidental to the 
serious business of corporate control: it was 
integral to it. Only by neutralising union 
demands for employment security and a voice 
in the determination of workloads, could 
General Motors top management secure the 
freedom to act on the information provided 
by their accounting system. For this reason, 
the company fought tooth and nail against 
the United Auto Workers’ campaign for nego- 
tiating rights, as this gathered momentum 
during the late 1920s and early 1930s (Bernstein, 
1970, p. 515). More details will be given 
presently. 
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A new context for management accounting: 
the era of segmented labour markets 

Like internal contract, the “drive system” 
contained the germs of its own decay. Exhaust- 
ing and stressful conditions of work gave rise to 
high labour turnover. Despite the general 
success of the employers’ anti-union drives and 
the new transparency of the labour process, 
there was still hidden resistance to the intensi- 
fication of labour based on “informal” work 
groups. The concern of employers over this last 
phenomenon was evidenced by the enormous 
publicity attracted by the Hawthorne experi- 
ments (Baritz, 1960). Moreover, the very 
homogenisation of labour on which the drive 
system was based, created common conditions 
of work amongst massive workforces, and thus 
sowed the seeds of the 1930s’ upsurge of 
industrial unionism (Gordon et al., 1982). Most 
fundamentally of all, the growing gap between 
wages and the productivity of labour led to a 
crisis, ‘variously diagnosed as one of under- 
consumption or over-production, which resul- 
ted in the depression and mass unemployment 
of the 1930s (Bernstein, 1970, p. 19). 

Out of this crisis there arose a number of 
mutually reinforcing developments which 
changed the socio-political environment of 
budgetary control in America’s core corpora- 
tions for several decades to come. Labour 
unrest increased rapidly during the early 1930s, 
with the issue of trade union bargaining rights 
(recognition) at the head of the agenda, closely 
followed by insecurity of employment, wage 
cuts and speed-ups (Bernstein, 1970, p. 172; 
Gordon et al., 1982). After bottoming out at the 
height of the slump, trade union membership 
more than doubled between 1933 and 1941 
(Fine, 1969; Gordon et al., 1982). These 
developments were linked with the pattern of 
State intervention during the period, which 
appears to have been driven by a conviction 
that the stability of the capitalist system itself 
was in question. Where Roosevelt believed that 
recognition strikes were endangering the pros- 
pect of economic recovery (Bernstein, 1970, p. 
172), Keyserling, a prominent aide of Senator 
Robert F. Wagner, thought that only strong 
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trade unionism could raise purchasing power 
and so set the economy in motion (Montgomery, 
1979, p. 164). Both views were expressed in 
the National Industrial Recovery Act of 1933 
which contained provisions on collective bar- 
gaining rights, to be adjudicated by a National 
Labor Board under Wagner’s chairmanship. 
During an intervention in the automobile 
industry dispute of 1934, this set up the 
Automobile Labor Board, which imposed limited 
seniority provisions for lay-offs on the industry 
and was empowered to hear claims of anti- 
union practices. The following year, union 
growth and campaigns for recognition were 
further stimulated by the passage of the Wagner 
Act which granted employer recognition of 
single unions on a majority vote (Bernstein, 
1970, pp. 172—181; Jacoby, 1985, p. 235; Fine, 
1963, p. 251). 

The initial response of America’s giant 
corporations to this pressure for recognition 
from the trade union movement and the state 
varied in detail, but not in intent. Where the 
Ford Motor Company relied upon the thugs of 
Harry Bennet’s “Service Department” to con- 
duct a campaign of organised violence against 
trade union activists, General Motors opted to 
spend just short of $1 million on espionage 
over the two-year period 1934—1936 — though 
how this fitted into the corporate system of 
budgetary control was not clear (Fine, 1963, p. 
153; Fine 1969, p. 37; Bernstein, 1970, p. 739). 
As has already been indicated, there seems to 
have been a clear connection, in the mind of 
General Motors’ Alfred P. Sloan, between this 
anti-union campaign and the maintenance of 
the freedom of action demanded by the Sloan— 
DuPont system of decentralised financial con- 
trol (cf. Bernstein, 1970, p. 515): 


We knew that some political radicals regarded unions as 
instruments for the attainment of power. But even 
orthodox “business unionism” seemed to us a potential 
threat to the prerogatives of management. ... What 
made the prospect seem especially grim in those early 
years was the persistent union attempt to invade basic 
management prerogatives. Our rights to determine 
production schedules, to set work standards and to 
discipline workers were all suddenly called into 
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question. Add to this the recurrent tendency of the 
union to inject itself into pricing policy, and it is easy to 
understand why it seemed to some corporate officials as 
though the union might one day be virtually in control 
of our operations (Sloan, 1986, pp. 405—406). 


Recall that General Motors’ divisional budgets 
were issued in the form of “target prices” and it 
can be seen that any trade union demand with a 
non-zero cost would be likely to appear to 
Sloan as an encroachment on “pricing policy”. 

State intervention to promote union recogni- 
tion was no more welcome than the unions’ 
own efforts. Both DuPonts and General Motors 
played a prominent part in the sponsorship of 
the American Liberty League, which organised a 
declaration by a group of prominent lawyers 
that the Wagner Act was unconstitutional, thus 
furnishing their paymasters with a pretext for 
ignoring it (Bernstein, 1970, p. 515). On the 
whole, however, these campaigns were 
unsuccessful: General Motors was forced to 
recognise the United Auto Workers in 1937 and 
Fords followed in 1941. Both companies accep- 
ted seniority rights in lay-offs as part of the deal, 
with the additional provision at Fords that 
weekly hours would be reduced to 32 before 
any lay-offs took place. In response to the 
changed climate of opinion, though not as a 
result of direct union or governmental 
demands, General Motors, in 1939, introduced 
a wage guarantee plan whereby workers with 
five years’ seniority who were laid off or on 
short-time could borrow the difference be- 
tween their actual weekly pay and 24 hours’ 
worth, against their future earnings — though 
this scheme was quietly dropped in 1942, when 
the industry was working at full capacity (Sloan, 
1986, p. 404; Jacoby, 1985, p. 248). 

As well as encouraging union recognition, 
the Federal Government sought to promote the 
“stabilisation” of employment by sponsoring 
research on the topic (e.g. Douglas & Director, 
1931) and by direct pressure on employers. In 
an attempt to spread employment, the National 
Industrial Recovery Act placed an upper limit 
on the permitted hours of work in each 
industry (Fine, 1963, p. 35), whilst the Social 
Security Act of 1935 provided for employers 
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who guaranteed 1200 hours of work per year to 
be exempt from a 3% payroll tax. This was 
considered by General Motors in 1938, but 
rejected on the grounds that such a guarantee 
could only be extended to a minority of 
employees, whereas there would be union 
pressure to extend it to all (Sloan, 1986, p. 
404). The Federal Government also persuaded 
the automobile industry to smooth demand by 
introducing an autumn model change (Fine, 
1969, p. 27; Jacoby, 1985, p. 236). 

In summary, as the 1930s progressed, 
America’s core corporations found themselves 
under increasing pressure to accommodate to 
the demands of trade unionism and to provide 
some security of employment for at least a 
section of their workforces. To some extent, 
the economic basis for such an accommodation 
already existed. Anti-trust legislation notwith- 
standing, a number of large companies had 
enjoyed dominant positions in their product 
markets from as far back as the great merger 
wave of 1895—1904. The second merger wave 
of 1926—1930 added more (Nelson, 1959, p. 5). 
During the early 1930s, indeed, a number of 
employers’ organisations lobbied for a 
relaxation of the anti-trust laws on the grounds 
that reduced competition would both end over- 
production and enable prices, and therefore 
wages, to be raised, so stimulating demand 
(Bernstein, 1970, p. 19). Douglas & Director 
(1931, p. 109 ff.) saw additional connections 
between monopoly and employment stabili- 
sation, in the possibilities of production plan- 
ning and the avoidance of “unnecessary” style 
changes. 

In response to demands for stabilisation, and 
where there was a context of limited product 
market competition, corporate welfare 
schemes known as the “American Plan” were 
introduced in prosperous and oligopolistic 
industries such as autos, rubber, chemicals and 
electrical machinery. For strongly unionised 
workers, or those with scarce skills, this 
involved job security and other benefits deter- 
mined by seniority. On the other side of the 
coin, these privileges were protected from 
economic fluctuations by the employment of 
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flexible reserves of black and Mexican labour at 
the lowest wage grades (Montgomery, 1979, p. 
160). Whatever the arguments for stabilisation 
in core areas of employment, there was little 
economic logic in unnecessarily offering secur- 
ity of employment or welfare benefits to 
unskilled workers who could readily be 
replaced from the labour market and who 
lacked the organisation to press their claims for 
themselves. Moreover, the costs might be 
prohibitive if the workers concerned were 
engaged on labour intensive processes for 
which there was a fluctuating démand. 

Thus the new liberal approach to the control 
of labour was specific to core workers in core 
corporations which possessed the market 
power to stabilise demand for their products. 
Elsewhere, the earlier drive system persisted, 
and this, in turn, became specific to smaller 
firms, unstable or competitive product markets, 
and weakly organised labour forces. Labour 
markets thus became segmented into primary 
and secondary sectors (Doeringer & Piore, 
1971). Employment in the primary sector was 
characterised by stability, relatively high wages, 
career structures and relatively skilled work 
(for which training, often of a company-specific 
nature, would be provided), and by compara- 
tively strong trade unions (where these exis- 
ted). Within limits, labour in this sector was 
treated as a valuable corporate resource, to be 
conserved in the face of (short-run) economic 
fluctuations. In the secondary sector, work was 
unskilled (or treated as such), wages were low, 
trade unionism weak or non-existent and 
employment was either unstable or explicitly 
on a casual basis. Besides this basic segmen- 
tation, subsidiary patterns of differentiation 
emerged. According to Gordon et al. (1982), 
the primary sector became further segmented 
into an “independent primary” sector of pro- 
fessionals and managers and a “subordinate 
primary” sector of skilled manual workers. As 
has already been hinted, the segmentation of 
labour markets, from the beginning, tended to 
coincide with gender and ethnic differences. 
Over time, these patterns became institutional- 
ised, with the result that ethnic minorities and 
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women were assumed to possess characteris- 
tics (such as unreliability and lack of ambition) 
which peculiarly suited them to secondary 
sector employment (Barron & Norris, 1976). 
For these, management accounting systems 
which pressured managers to adjust direct 
costs in response to market fluctuations con- 
tinued to be relevant. For processes on which 
primary sector workers were employed, this 
particular relevance was lost, and there are 
indications that the use made of budgetary 
controls changed. The precise nature of these 
changes will be discussed after a brief con- 
sideration of Johnson and Kaplan’s views on the 
loss of relevance of management accounting 
systems. 


Relevance Lost: Johnson and Kaplan’s analysis 

In Johnson and Kaplan’s view, the third and 
latest period of management accounting history 
has been one of stagnation and decadence. 
They deplore the retreat in modern manage- 
ment accounting systems from the unambiguous 
focus on prime costs which characterised the 
pioneering systems of DuPont and General 
Motors. By the 1920s, the efforts of managers 
and engineers to solve real-life problems had, in 
their view, pioneered most of the current 
techniques of management accounting. Whilst 
they acknowledge some later innovations, such 
as discounted cash flow, residual income and 
more refined management controls, they argue 
that the teaching and practice of management 
accounting has generally stagnated or regressed 
since the mid-1920s, with the result that these 
are now out of touch with the new competitive 
and manufacturing environment. 

This is attributed largely to the displacement 
of engineers by financial accountants as the 
custodians of management accounting exper- 
tise. The consequence is that cost accounting 
has become less relevant to managerial 
decision-making through its subservience to 
external financial reporting. This is reflected in 
the current emphasis upon inventory valuation 
and integrated accounts and the widespread 
adoption of arbitrary overhead allocations with- 
in product costings. Academic accountants are 
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implicated in this state of affairs, notably through 
their adherence to over-simplified normative 
economic models. divorced from practice. 

The emphasis on these concerns in account- 
ing education has, it is alleged, produced a 
breed of managers who “manage by the 
numbers”, on the basis of obsolescent cost 
systems which are at odds with the new 
operations management, with its stress upon 
quality, minimal set-up times and broader, 
longer-run performance criteria. Johnson and 
Kaplan conclude with a plea for the recon- 
sideration of detailed product costings through 
tracer studies of overheads as originally attemp- 
ted by engineers. It is argued that information 
technology can now overcome the calculative 
complexity that defeated the early efforts of 
engineers to do this. 

As has been indicated in the previous section, 
this argument ignores the changed context of 
management accounting systems in American 
corporations from the 1930s onwards. Because 
Johnson and Kaplan do not recognise that 
systems of the General Motors type were, in 
part, administrative devices for matching cap- 
acity to demand by imposing speed-ups and lay- 
offs on the workforce, they are unabie to 
appreciate the significance of changes in the 
balance of advantage between labour and 
management which made these courses of 
action less possible. More, because they follow 
the line of the transaction costs literature in 
failing to acknowledge monopoly profits as a 
driving force behind acquisition and merger, they 
miss its significance in creating the economic 
leeway which allowed the possibility of an 
accommodation with primary sector workforces. 
Rather than assuming that budgetary controls 
were driven off course by the requirements of 
external financial reporting, post-1920s’ develop- 
ments need to be seen in the context of the 
labour and capital accord in the primary sector. 


Budgetary controls in primary sector 
employment: cost accounting for a labour— 
capital accord 

There were precedents for budgets to be 
used for planning rather than cost control. As 
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early as 1916, the Federal Trade Commission 
had sponsored the development of guides to 
the improvement of cost accounting practice in 
a number of industries, in the belief that this 
would both lessen the incidence of small 
business failure and provide a means of con- 
trolling price inflation (Miranti, 1986, pp. 451, 
452). Some of the early literature on budgeting 
reveals that the adoption of budgeting in many 
American companies followed from their 
involvement with government in the two 
World Wars, and from the debates over Munici- 
pal and Federal budgeting (Coonley, 1925; 
Theiss, 1937; Fiske, 1947). For example, Rogers 
(1932) notes how budgeting and costing were 
promoted by joint industry and government 
commissions on standardisation and the re- 
quirement for improved record-keeping when 
contracts were negotiated with state bodies. 
The common thread running through these 
state-sponsored initiatives was the use of bud- 
geting and cost accounting data to plan and 
control the rate of return on investment. 

Having been pushed into budgeting by the 
requirements of state bureaucracy, business- 
men soon recognised its potential for planning 
on their own account, as the comments of Vieh 
(1925, p. 174) bear out: 


Until we discover practical means of overcoming the 
evils of booms and depressions which are inherent in 
our present economic structure, years of poor business 
and even unprofitable years are inevitable. ... The 
budget looks to the future with the hope of averting or, 
at least, of reducing the effects of the storm when it 
breaks. 


This use of budgeting to anticipate and dampen 
the effects of trade cycles on company profit- 
ability is a recurring theme of its early advo- 
cates. In contrast, the 1930s’ advocates of 
“employment stabilisation” advocated the use 
of budgetary forecasts to plan a steady rate of 
production which would build up inventories 
so as to accommodate seasonal variations in 
demand (Douglas & Director, 1931, p. 85), a 
means of preserving the accord with primary 
sector labour which became widespread in the 
years after the Second World War (Lewis et al., 
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1984). Progress appears to have been uneven, 
however. According to Loncar (1956) the 
potential of budgets for planning was not fully 
appreciated by many firms until they encoun- 
tered material shortages during the war. 

The literature so far lacks a systematic 
account of the use of accounting information in 
formulating policies designed to preserve the 
accord with primary sector labour. Indeed, 
there appears to be a dearth of historical studies 
of management accounting post-1930.° 
Clearly, however, a key policy decision in 
monopolised markets is that of price. The case 
of U.S. steel illustrates how cost accounting data 
were used to formulate pricing policies with 
the object of insulating profits from the con- 
sequences of the accommodation with primary 
sector labour, from the moment this became 
necessary. The company recognised the United 
Steel Workers in 1937, conceding a wage 
increase in the process. Immediately a policy of 
building all future wage increases into the price 
structure was instituted (Bernstein, 1970, p. 
417; see also Baran & Sweezy, 1966, p. 77). The 
aim was to maintain margins in the face of sales 
fluctuations. Cross-plant average standard costs, 
assuming production at 80% capacity, were 
computed on the basis of the anticipated wage 
settlement for the coming year. Overhead was 
then assigned to every product on the 
“traditional” assumption that each cent per 
hour on direct wage costs would add one cent 
per ton to non-wage costs. The result was that 
the anticipated wage settlement was roughly 
doubled, then multiplied by a “traditional” 20 
man-hours to yield the new cost of a ton of steel 
(Kaplan et al, 1958, pp. 15, 16) Similar 
policies exist, or existed, in Alcoa and American 
Can, the Oil Companies and DuPont (Kaplan et 
al., 1958, pp. 27, 150, 208, 256). 

The case of the latter company also illustrates 
the manner in which market dominance en- 
ables pricing policy to be used to throw the 
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costs of economic fluctuation onto smaller 
competitors (Chandler & Salsbury, 1971, p. 
155), which, in some respects, might be viewed 
as an alternative to “smoothing” production by 
budgetary forecasts. As will be shown in more 
detail presently, the DuPont strategy was to 
monopolise only the stable base of a seasonal 
market, rather than the whole of it, in accord- 
ance with Pierre S. DuPont’s 1903 dictum that 
“the essence of manufacture is a full and steady 
product” (Chandler & Salsbury, 1971, p. 93). 
This depended on the company producing at a 
cost lower than its smaller competitors. 
DuPonts estimated their competitors’ costs (p. 
157), using this information to set prices low 
enough to discourage new competition and the 
expansion of existing competitors, but not low 
enough to drive the more efficient of these out 
of business. These were allowed to survive so 
that they could absorb seasonal and other peaks 
in demand (see also Johnson & Kaplan, 1987). 
Clearly this business strategy creates the con- 
ditions under which a large company might 
offer a degree of employment security to a 
primary sector workforce — at the expense of 
insecurity in its secondary-sector competitors. 
Unfortunately direct confirmation of the place 
of labour relations in the DuPont strategy is 
fragmentary, since the major historians of the 
company (Chandler & Salsbury, 1971; Johnson 
& Kaplan, 1987; Dutton, 1947) have paid little 
attention to the workforce. 

Budgeting is also involved in other elements 
of planning which relate to the accommodation 
with primary sector labour. In expanding 
markets, monopolistic firms which reduce pro- 
duction costs through process innovation may 
use the proceeds to fund an increased sales 
effort with the object of capturing the bulk of 
the enlarged market and to compensate the 
workforce for their acceptance of the new 
methods, rather than to compete through price 
reductions (Baran & Sweezy, 1966, p. 66; 


*The authors were led to speculate whether the “stagnation” thesis of post-1930s’ cost accounting owes more to the 
stagnation of empirical research relating to this period and to the questions asked, rather than any real stagnation of 


managerial practices associated with accounting. 
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Aglietta, 1979, p. 305). The idea of preserving 
relationships by compensating the workforce 
for revised working arrangements probably 
reached its apogee in the 1948 General Motors/ 
United Auto Workers settlement which incor- 
porated an “escalator clause” whereby wages 
were related to the cost of living, and an 
additional “improvement clause” intended to 
reflect the long-term prospects for improved 
productivity, even though Sloan believed that 
productivity increases had little to do with the 
efforts of the workforce (Sloan, 1986, p. 397). 

In order to show the detailed connections 
between budgetary controls and primary sector 
employment practice, it would be desirable to 
study both in the context of a single monopolis- 
tic corporation from the 1930s onwards. At the 
moment, unfortunately, published material of 
this type seems to be lacking. However, 
Johnson and Kaplan (1987) offer a detailed 
study of the accounting system of the E.I. 
DuPont de Nemours Powder Company as it 
existed in 1915, and, in view of the success of 
this system, it is not unreasonable to suppose 
that it continued unchanged in essentials for 
some decades thereafter. As for the company’s 
employment practices, these have not been 
extensively studied, possibly because DuPonts 
have never experienced large-scale industrial 
conflict. Nevertheless, the studies of Weber 
(1959) and Rezler (1963) enable at least the 
outlines of the company’s labour relations 
policies to be discerned. Despite its limitations, 
this evidence gives some indication of how the 
use of accounting systems for pricing policy 
and planning related to welfarism as an aspect 
of labour relations policy in the monopoly 
sector, from the 1930s onwards. 


Pricing policy, planning and welfarism in 
monopoly capitalism 

Johnson and Kaplan intend the study of the 
1915 management accounting system at E.I. 
DuPont de Nemours Powder Company to be an 
illustration of how entrepreneurs developed 
accounting systems to realise the profit poten- 
tial of vertical integration. The records studied 
date from a time when the manufacturing 
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resources of the company consisted of more 
than forty geographically dispersed mills, manu- 
facturing three broad classes of product. Verti- 
cal integration consisted of the incorporation of 
the selling function within the company, rather 
than relying on agents as was then the custom, 
and of headquarters control of purchasing, 
rather than the devolution of this function to 
individual mills. l 

According to Johnson and Kaplan, the return- 
on-investment formula devised by DuPont “is 
an ideal tool for controlling, with accounting 
numbers, any vertically integrated company’s 
operations”. By providing information’ on the 
“internal efficiency of capital across the three 
functional departments”, the system enabled 
“the Powder Company’s top management to 
effectively supplant capital markets in deciding 
how to allocate resources within the American 
explosives industry” (all quotes from Johnson 
& Kaplan, 1987, p. 84). Fascinating as is 
Johnson and Kaplan’s case material, it scarcely 
bears this interpretation. 

The DuPont company was formed during the 
great American merger wave of the turn of the 
century, during which “almost one-half of firm 
disappearances, and seven-tenths of merger 
capitalisations were accounted for by mergers 
that gained a leading position in the market” 
(Nelson, 1959, pp. 102, 103). By 1907, the 
company controlled between 64% and 100% 
of the entire American market for the various 
types of explosive. An anti-trust action of 1911 
resulted in a division of the corporation into 
three parts, but DuPonts still dominated the 
powder business and continued to acquire 
more companies (Laidler, 1931, p. 306). This 
was quite typical of the period: the over- 
whelming majority of mergers at the time were 
horizontal rather than vertical, with the latter 
predominating only in the primary metals 
industries, “(which) suggests that the econo- 
mies of vertical integration, upon which many 
merger students have placed great stress, 
played a relatively small role in the merger 
movement” (Nelson, 1959, pp. 102, 103). 

The data provided by Johnson and Kaplan sit 
more comfortably with Nelson’s interpretation 
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than their own. To describe as “vertically 
integrated”, a company of forty or so basically 
similar mills, in which vertical integration 
consists only of the internal administration of 
sales and the production of one of the two 
major raw materials is a very partial view. 
Nor does Johnson and Kaplan’s detailed study 
of the accounting system support the notion 
that it was primarily used to decide the 
allocation of resources between the three 
major vertically integrated activities (purchas- 
ing, manufacture and sales). Only the purchas- 
ing system seems to have been used in this 
manner, the information being used to evaluate 
the likely return from taking a financial interest 
in raw material supplies. The sales system 
appears to have been used as a tool for setting 
prices and motivating the sales force, rather 
than as a means of assessing the resources to 
invest in the sales effort. The manufacturing 
system was used to compare the performance 
of the powder mills, with a view to deciding 
which of these to expand and which to close 
during phases of rationalisation. In other words, 
the major decisions of allocation made on the 
basis of DuPont’s accounting system seem to 
have been between similar, manufacturing 
establishments. Such a system is more properly 
described as an instrument of the rationalisa- 
tion of horizontally merged production resour- 
ces than as a means of allocating investment 
between vertically integrated activities. 

The detail of the sales accounting system 
given by Johnson (1975) suggests that it was 
used as an instrument of planning, so as to 
counter trade fluctuations and control competi- 
tion. Data on the capital invested in each 
product line were used to calculate the aggre- 
gate desired earnings for that product in 
accordance with the company’s return-on- 
investment target. This earnings target was then 
used to calculate the mark-up per unit at 
normal and maximum capacity, which was 
added to unit production costs to yield a 
company-wide minimum price for each pro- 
duct. This procedure might be regarded as an 
early prototype of the later practice of 
monopolistic American corporations, of pro- 
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tecting profits by explicitly building wage costs 
into their price structures. 

Decisions on actual prices, subject to this 
company minimum, were devolved, so as to 
take advantage of local market conditions. The 
strategy of branch sales managers was to set the 
general level of district prices as high as they 
could without encouraging the entry of new 
competitors. Individual salesmen were paid on 
an incentive system which encouraged them to 
maximise total revenue (through adjusting 
prices), rather than sales volume, thus insulat- 
ing the company’s manufacturing operations, to 
some degree, from market fluctuations. This too 
could be regarded as an anticipation of the later 
advocacy of seasonal price changes to smooth 
demand by the “employment stabilisation” 
movement of the 1930s (Douglas & Director, 
1931, p. 85), though the aim in DuPont’s case 
was to operate the mills at full capacity rather 
than to stabilise employment as such. 

The company’s policy on competition exhibi- 
ted the same priorities. Rather than attempting 
to gain a complete monopoly, DuPonts toler- 
ated smaller, higher cost competitors since 
these served to insulate the production 
facilities of the company from market fluctua- 
tions. To this end the company’s prices were 
increased to the point where it was estimated 
that the more efficient competitors could make 
an adequate return, though not.to the point 
where new competition was encouraged 
(Chandler & Salsbury, 1971, p. 155). This 
policy can be seen as an early version of a 
similar pricing policy (ironically) forced onto 
the American aluminium ingot and fabrication 
monopoly Alcoa, by a district court judgement 
of the 1930s. Alcoa were forced to sell ingot to 
competitor fabrication companies at prices 
which would allow these a reasonable profit at 
the Alcoa prices for fabrications (Kaplan et al., 
1958, p. 30), thus providing the company with 
a warrant for setting prices on the basis of their 
smaller competitors’ costs rather than their 
own. 

This aspect of the DuPont monopoly pricing 
policy, of course, depended on keeping the 
company’s production costs below those of its 
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competitors (Chandler & Salsbury, 1971, p. 
155). To this end, as is stressed by Johnson and 
Kaplan, the prime costs of production were 
reported both to mill superintendants and to 
company headquarters, so providing the former 
with powerful incentives to minimise these 
costs. The point here is that the maintenance of 
production costs below those of competitors 
was Only one aspect of the DuPont company 
Strategy. The other aspects, namely the allo- 
cation of resources between horizontally 
merged production facilities and a monopoly 
pricing policy which aimed at securing a steady 
long-run return-on-investment whilst insulating 
manufacturing operations from market fluc- 
tuations, were equally important and equally 
depended upon the company’s internal accoun- 
ting system. Whereas Johnson and Kaplan argue 
that the information relevant to the contain- 
ment of production costs should not contain 
arbitrary allocations of overhead, it is clear that 
decisions on pricing policy must include some 
allocation of overhead. To the extent that 
decisions of the latter type came to predom- 
inate in the monopoly sector of the American 
economy from the 1930s onwards, the inclu- 
sion of overhead allocations in product costings 
(on what basis is a separate question) need not 
be symptomatic of “relevance lost” at all. 

To what extent was DuPont's pricing policy 
the instrument of an accommodation with 
primary sector labour? As has been indicated, 
the paucity of information on labour relations at 
the company means that any answer must 
involve some element of conjecture. It is clear 
from the work of Rezler (1963), however, that 
there has never been a policy of accommo- 
dation with trade unionism as such at the 
DuPont company. The 1960s’ philosophy of the 
employment relationship remained as individ- 
ualistic and anti-union as that of the company’s 
founders. Until the National Labor Relations Act 
of 1935, the company, like others in the U.S. 
chemical industry, cultivated “employee repre- 
sentation plans” as a means of deflecting 
demands for genuine trade unionism (Weber, 
1959). Following the New Deal, however, these 
served as the organisational basis for the later 
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development of independent local unions 
(plant level unions, not affiliated to national 
organisations). By 1940, about 90% of the 
DuPont workforce was organised in this fash- 
ion, partly as a result of the company’s policy of 
bargaining only on a plant-by-plant basis. By 
1960, however, the proportion of the work- 
force organised by independent locals had 
dropped to under 60%, with nationally organ- 
ised trade unions gaining a beachhead of 6% 
and the rest unorganised. Meanwhile the real 
influence of trade unionism in the company — 
and thus the accommodation with the demands 
of primary sector labour — came about through 
the company’s policy of outflanking trade 
unionism by removing the apparent need for it. 

On the basis of survey information, the 
management of each plant ensured that wages 
were at least as high as those prevailing in the 
locality. In the process, a careful eye was kept 
on the advances achieved by trade unions. In 
1956, for example, DuPont’s president stated 
that the average wage at Company plants was 
$2.46 per hour compared with $2.05 per hour 
at comparable unionised plants (Weber, 1959). 

Welfare benefits formed an important part of 
the strategy. Apart from the intrinsic welfare 
utility of stable employment, partly made 
possible by the insulation of manufacture from 
market fluctuations through the agency of the 
sales accounting system, benefits included 
group life insurance, accident and health insur- 
ance, pensions and a vacation plan. The inten- 
tion was to provide a substantial measure of 
economic security for the workers, at least 
whilst they remained employees of the com- 
pany. By the 1960s, the costs of these welfare 
programmes was claimed by a company spokes- 
man to consume 26% of the total wage bill 
(Rezler, 1963). In order to ensure that these 
welfare benefits would be effective as a means 
of combating trade unionism, the company also 
needed to ensure that trade unions could not 
claim any of the credit. To this end, trade union 
influence on welfare benefits was excluded by 
deciding these issues at headquarters, whilst 
restricting bargaining to plant level. To the 
DuPont company, the unionisation of any plant, 
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even, by an independent local, represented a 
managerial failure, and was followed by an 
investigation aimed at “putting things right”. 
The post-1940s’ fall in union membership 
within the company was testimony to the 
success of these measures. 

Thus, from the time trade unionism became a 
force to be reckoned with in the U.S. chemical 
industry — say from the 1930s onwards 
(Weber, 1959) — the determination of wages 
and benefit levels within the DuPont company 
started from the requirements of labour policy, 
rather than those of product markets. Whilst 
unit labour costs were minimised through 
productivity increases (see Rezler, 1963, p. 
189, for the 1950s’ record in this respect), 
wage rates and benefits were set on the basis of 
what was required to sustain the accommo- 
dation with labour on which the anti-union 
policy depended. Assuming that the sales 
accounting system remained essentially similar 
to that of 1915, company minimum prices 
could then be set, within semi-monopolised 
markets, so as to maintain the planned level of 
return-on-investment. 

What this evidence indicates is that, in the 
DuPont company from the 1930s onwards, 
there was a monopoly pricing policy, based 
upon the sales accounting system, which 
covered the costs of a welfarist employment 
strategy and which insulated the manufacturing 
function from market fluctuations, with a conse- 
quent stabilisation of employment levels. 
Whilst the stabilisation of employment may 
have been a by-product of a policy designed in 
the first instance to maximise plant utilisation, 
and whilst the overt aim of the employment 
strategy may have been the exclusion of trade 
unionism rather than welfarism for its own sake, 
the resultant employment policy still adds up to 
one of rapprochement with primary sector 
labour. 


Overhead allocation and the targeting of 
secondary sector labour costs 

Johnson and Kaplan argue that the practice of 
allocating indirect costs on the basis of direct 
labour costs is arbitrary and tends to make 
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labour-intensive processes appear more costly 
than they should, with consequent distortions 
in firm’s manufacturing policies. Leaving aside 
the question of how indirect costs should be 
allocated, it can be argued that present practice 
fits well with another feature of core corpora- 
tions in the era of labour segmentation. As 
noted above, a segmentation of labour markets 
has taken place within some of these, with 
primary and secondary sector conditions coin- 
ciding roughly with capital and labour-intensive 
processes. On the whole, workers on modern 
labour-intensive processes tend to be unskilled 
(or defined as such), are easily substitutable 
from external labour markets and, in conse- 
quence, are weakly unionised. The bargaining 
position of workers on capital-intensive pro- 
cesses, on the other hand, is much stronger, 
either because of their extensive training or 
because of their responsibility for expensive 
plant. In consequence the latter are less 
vulnerable to managerial attempts to intensify 
their labour and downgrade their employment 
conditions (Rubery, 1978; Armstrong, 1982). 

In this situation, there may be a lot of 
capitalistic sense in incorrect allocations of 
costs which throw the pressure to minimise 
direct costs disproportionately on the managers 
of labour-intensive processes —- for these are 
where the resistance of labour to further 
intensification and casualisation is likely to be at 
its weakest. Information on the true costs of 
capital-intensive process, on the other hand, 
may be relatively useless, since there may be 
little scope for the reduction of costs by 
technical means in an up-and-running system 
and primary sector labour, in any case, is likely 
to be highly resistant to any attempt at 
intensification. 

In other words, if cost information is regar- 
ded primarily as a means of directing effort, 
rather than as a representation of reality, it can 
be argued that the distortions of contemporary 
cost accounting systems serve to focus that of 
managers precisely where it is most likely to 
yield results. True to their realist conception of 
cost information as a basis for rational econo- 
mic decision-making, however, Johnson and 
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Kaplan argue that overestimates of the true 
costs of labour intensive operations may lead 
managers to abandon these unnecessarily in the 
face of overseas competition. Whilst this may 
be true, it is equally possible that the threat of 
doing so may enable these same managers to 
drive secondary sector labour costs even lower 
than they really need to be in order to meet the 
competition. Where initiatives of this type are 
successful, corporate management cannot be 
expected to be greatly concerned if the in- 
formation on which they are based is inaccu- 
rate, or if the consequent increase in overall 
profit is incorrectly attributed to capital-inten- 
sive operations. As for the effect on product 
pricing policy, given the relative absence of 
competition in many American product 
markets between about 1930 and 1960, finely- 
tuned product costs for strategic decision- 
making purposes may have been a secondary 
consideration in primary sector corporations. 
Of course, this situation has changed with the 
rapid growth of Japanese and other Far-Eastern 
competition, and much of the present-day 
relevance of Relevance Lost derives precisely 
from that fact. 


CONCLUSION AND POSTSCRIPT: SOCIAL 
TRANSFORMATION AND COST 
ACCOUNTING TODAY 


Relevance Lost seeks to inform current 
accounting problems through historical analy- 
sis. Whilst the importance of this is undeniable, 
it is questionable whether transaction cost 
theory is an adequate theoretical tool for the 
purpose. 

The intention of this paper has been to 
establish that there is a prima-facie case for 
considering accounting developments in the 
light of labour process histories of capitalist 
organisation. The potential of this body of work 
for accounting research has been argued else- 
where (Hopper et al, 1986; Hopper et al, 
1987). 

Following Gordon et al. (1982), the paper 
has sought to establish that there is a relation- 
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ship between systems of accounting informa- 
tion and phases in the evolution of capitalist 
control of the labour process. Systems of 
control both entail costs and provoke charac- 
teristic forms of resistance which, under com- 
petitive conditions, render them increasingly 
ineffective as means of capital accumulation.. 
These contradictions build into crises of con- 
trol, especially in times of economic recession, 
and this leads to a search for new systems of 
controlling the labour process, either directly 
or through its immediate management. This 
paper has sought to establish that some of the 
key phases of innovation in cost and manage- 
ment accounting can be understood as part of 
this search for new methods of control. 

Thus developments in accounting for direct 
labour costs were implicated both in the 
employers’ liquidation of internal contract and 
in the curbing and focusing of the power of the 
salaried foremen who replaced them. Standard 
costing systems were pioneered as an aspect of 
the fragmentation and deskilling of craft labour, 
which had hitherto resisted employers’ 
attempts at intensification through piecework 
payment systems. Once the American industrial 
engineers had gained control over working 
methods, it became possible for them to make 
“scientific” decisions on the pace of work, and 
to issue these in the form of standard costs. 

As organisations grew in size and complexity, 
the problem of securing middle management 
commitment to the demands of capital owner- 
ship for secure dividends was addressed by the 
development of the _ return-on-investment 
measure. A re-examination of the General 
Motors case reported by Johnson and Kaplan 
indicates that the effectiveness of this measure 
depended, at least in part, on the “drive system” 
of employment and anti-union campaigns 
which secured the freedom of middle managers 
to throw the costs of economic fluctuation and 
recession directly onto the workforce. 

Subsequently, the drive system ran into, and 
partially created, the American recession of the 
1930s, from which there emerged a resurgent 
labour movement and a government committed 
to some measure of legislative support for trade 
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unionism and employment stability. In these 
circumstances, the relevance of the accounting 
systems of the 1920s was indeed lost. Manage- 
ments became less able to act on accounting 
information which told them where, and by 
how much, to cut direct labour costs. Instead, 
large corporations, aided by the monopoly 
positions which they increasingly enjoyed, 
began to employ budgets for the very different 
purpose of preserving an accord with their core 
labour forces by means of monopoly pricing 
policies. Johnson and Kaplan describe an early 
prototype of this strategy in their case study 
of DuPont, though the purpose there was 
apparently to keep manufacturing plant fully 
occupied rather than to provide stable employ- 
ment as such. When used as an instrument of 
monopoly pricing policies, apportioned in- 
direct costs became relevant in cost accounting 
systems, as opposed to the prime costs relevant 
to management decisions on manufacturing 
methods. 

In the phase of capitalist development des- 
cribed by Gordon et al (1982) as one of 
“segmentation”, this accommodation with tab- 
our was restricted to a primary sector of core 
operations within core corporations. 
Elsewhere, in the competitive sector of the 
economy and in the small suppliers to core 
corporations, secondary sector employment 
conditions continued. Indeed, by throwing the 
effect of economic fluctuations and downturn 
onto secondary sector firms, core corporations 
were able, in effect, to use the insecurity and 
low wages of secondary sector employment as a 
means of subsidising their accommodation with 
their own labour forces. 

There are signs that the boundaries of this 
accord are now being redrawn. Whilst parts of 
the independent primary sector of managers 
and professionals remain protected, the bureau- 
cratic and costly apparatus of control in large 
core conglomerates, which had emerged in 
more benign economic conditions than the past 
fifteen years or so, is increasingly being ques- 
tioned with consequences for the control and 
employment prospects of lower levels of 
management. Similarly, conditions in the subor- 
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dinate primary sector of skilled manual workers 
are increasingly under attack. Anti-union drives 
and threats of plant closure have enabled 
employers to claw back previous trade union 
gains on wages and employment security. 
Edwards (1979, p. 157) argues that the accord 
with subordinate primary sector labour came 
under pressure in the early 1970s when the oil 
crisis precipitated a series of economic and 
social crises. Under these conditions, “For the 
firm, bureaucratic control threatens to become 
a pact with the devil that, while offering 
temporary respite from trouble, spells long-term 
disaster. The reason is simple: bureaucratic 
control speeds up the process of converting the 
wage bill from a variable to a fixed cost.” 

For these reasons, the present may well turn 
out to be a period of exploration from which 
new forms of control of the labour process and 
its immediate management may emerge. There 
are parallels with the British context, in which 
debates on “Japanisation” Undustrial Relations 
Journal, 1988) and “flexibility” (Pollert, 1991), 
both tacitly predicated upon the destruction of 
current trade union rights, now clog the 
academic and practitioner journals. In this 
context, current accounting research obsess- 
ions with agency theory, downscaling and 
financial rewards, far from being irrelevant to 
real-life problems as Johnson and Kaplan be- 
lieve, make a good deal of sense. Agency theory, 
in particular, offers a new “scientific” rationale, 
and some practical guidance, for tying the 
rewards of managers to their success in rolling 
back the previous gains made by labour and 
treating it as a variable and expendable cost 
(see Metcalf, 1989, on the effects of such 
initiatives on macro-measures Of British labour 
productivity). Likewise, the attraction to firms 
of activity costing may lie in its potential for 
questioning the continued need for 
bureaucracies and bureaucrats whose functions 
originated not in the quest for corporate 
efficiency but in the search for a labour/capital 
accord and associated modes of control which 
are now perceived as redundant. 

In the American context, the inroads of 
Japanese manufacturers have been such that 
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Harvard Business School itself, so long the high 
temple of strategic management, is now the 
headquarters of a sect which reasserts the 
centrality of manufacturing policy (Hayes & 
Abernathy, 1980; Skinner, 1985). The work of 
Johnson and Kaplan, with its concern to adapt 
management accounting to new manufacturing 
technologies and Japanese systems of organisa- 
tion, needs to be seen as part of this intellectual 
ferment. It is likely that Relevance Lost, with its 
resonant assertion that management accounting 
systems are to be judged solely by their relevance 
to managerial decisions on manufacturing pro- 
cesses, however historically inadequate (as 
this paper has hopefully demonstrated), may 
turn out to be an important moment in the 
search for a leading role for accounting in new 
forms of control of the labour process. 

On the other hand, there are reasons for 
expecting the influence of financial reporting 
on management accounting systems to increase 
rather than decrease. Burawoy (1985) sees the 
present intensification of international com- 
petition and the potential mobility of capital in 
multinational conglomerates as creating the 
conditions for new regimes of corporate con- 
trol in which financial reports are used to 
reassert the primacy of capital accumulation at 
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the level of operating subsidiaries. Thus plant- 
level accommodations with primary sector 
labour (regimes of “factory hegemony’ in 
Burawoy’s terminology) may be preserved 
through the common interest of plant-level 
management and labour in preventing the flight 
of capital. At the same time, these may be 
subjected, through financial accounting reports, 
to the discipline of internal capital markets. If 
Burawoy is correct, and this hegemonic despotism 
is indeed the map of the future, corporate-level 
management accounting may continue to pay 
little attention to the prime costs of production 
and regard these as an internal matter for 
establishment-level managements in their com- 
petition for investment capital. If this per- 
petuates the games of financial entrepreneurship 
currently played with overhead allocation by 
the managers of operating subsidiaries (and 
much decried by Johnson & Kaplan), the result 
may be a continuation of the loss of relevance 
to manufacturing policy of management accoun- 
tancy. However, because individual companies 
may be able to evade the consequences by 
astute policies of acquisition and divestment, 
the costs may ultimately appear in the U.S. 
balance of payments figures rather than in the 
balance sheets of the companies concerned. 
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Abstract 


This paper explores the functioning of accounting in the social, economic and political contexts 
surrounding the financing of the early U.K. railways. The conventional view of economic historians is that 
the early U.K. railways were financed by an irrational stock market “mania”, followed by the inevitable crash 
in which many of the initial investors were ruined. Here we explore an alternative explanation implied by a‘ 
comment by Marx in volume 3, of Capital (1981), that these events were elements of a “great railway 
swindle” in which accounting was deeply implicated. Marx provides no direct support for his statement. However, 
the history of the early U.K. railways has been extensively researched. This work is re-examined to assess 
the a priori validity of the “swindle hypothesis”. Its acceptance would have important implications for 
accepted views of the nature of capitalism and accounting in the mid-nineteenth century. According to 
economic historians, the “mania” was a product of laissez faire capitalism. According to accounting 
historians, the notorious manipulations of railway accounts during and after the “mania” were the 
consequence of a lack of “generally accepted accounting principles”. However, according to the swindle 
hypothesis, the “mania” and its aftermath were the product of a rational and rapacious social hierarchy, for 
whom accounting was simply a tool to be manipulated. The paper concludes that while there is a need for 
more research, the hypothesis is sufficiently consistent with the evidence available to be firmly on the 


agenda of accounting history. 


In recent years there has been growing recogni- 
tion that to understand the functioning of 
accounting it must be investigated, not simply as 
the application of techniques in pursuit of 
abstract economic rationality, but also as a social 
and political phenomenon, within both organiza- 
tions and society (e.g. Burchell et al. 1980). It 
follows that to study the functioning of account- 
ing it is necessary to examine (a) both the con- 
cepts it uses and their relevance to the pursuit of 
economic goals, (b) how and to what extent 
these goals are realized through social and polit- 
ical practice, and (c) what are the conse- 


quences. This paper is a study of the functioning 
of accounting in the mid-nineteenth century in- 
sofar as this is revealed in the accounting 
practices of the U.K.’s early railway companiés. 
It presumes that the widely-accepted modern 
view of the major objective of accrual account- 
ing — to provide information useful to investors 
for forecasting potential cash flows — expresses 
its major conceptual potential.’ It provides evi- 
dence that this potential, inherent in double- 
entry bookkeeping, was widely-understood by 
those concerned with managing and observing 
investment in railways, as the standard against 


“Thanks are due to Christopher Napier of the London School of Economics for his thorough, knowledgeable and helpful 
critique of earlier versions of the paper, and to my colleagues Stan Brignall and Roger Hulme for stimulating discussion. 


! The conceptual potential of accrual accounting can be precisely expressed from an “earning power” perspective: 
accounting profit is a forecast of the long-run average cash flow which the firm can distribute in “steady state”. Earning power 
was central to the classic statement of conventional accrual accounting theory by Paton & Littleton (1940), and to the 
Trueblood Committee (AICPA, 1973, p. 24), whose report formed the basis for the FASB’s statement on the Objectives of 
Financial Statements (FASB, 1978). That accrual accounting income is a forecast of steady state net cash flows to investors 
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which to judge accounting practices. As Little- 
ton says, with the growth of joint stock com- 
panies in the nineteenth century, and in railways 
in particular, “Italian double-entry bookkeeping, 
already well developed and in a sense awaiting 
its destiny, afforded the mechanism for ac- 
complishing the careful separation of these two 
elements, capital and income...” (1933, p. 213). 
Prescribing rules for the separation of capital 
and income is the essence ofaccrual accounting. 

Several writers have suggested that in the 
Western World the functioning of accounting 
must be understood in the historical context of 
capitalism” or, as Cooper & Sherer have put it, as 
“A political economy of accounting empha- 
siz[ing] the infrastructure, the fundamental rela- 
tions between classes in society” (1984, p. 208). 
In their view, which is accepted here, the politi- 
cal economy of accounting (PEA) has three dis- 
tinctive features. Firstly, “The study of account- 
ing should recognize power and conflict in soci- 
ety and consequently should focus on the effects 
of accounting reports on the distribution of in- 
come, wealth and power in society” (Cooper & 
Sherer, 1984, p. 218). That is, it should be 
explicitly normative in its concerns. Secondly, it 
“ _. recognize[s] the significance of an historical 
focus in order to understand the changing roles 
of accounting practice and by implication the 
historical specificity of an assessment of the 
social value of these reports” (Cooper & Sherer, 
1984, p. 219). That is, it should be explicitly 
descriptive, and “.. . attempt to describe and in- 
terpret the behaviour of accourtting and accoun- 
tants in the context of the institutions, social and 
political structures and cultural values of the 
society in which they are historically located” 
(Cooper & Sherer, 1984, p. 219). Thirdly, we are 
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enjoined to “... adopt a more emancipated view 
of human motivation and the role of accounting 
in society ... that acknowledges the potential of 
people (and accounting) to change and reflect 
differing interests and concerns” (Cooper & 
Sherer, 1984, p. 219). In a word, PEA must be 
“critical”, and “... start from the premise that 
problems in accounting are potentially reflec- 
tions of problems in and of society and accord- 
ingly that the latter should be critically analysed” 
(Cooper & Sherer, 1984, p. 222). Thus, they 
conclude, “A PEA approach attempts to expli- 
cate and interpret the role of accounting reports 
in the distribution of income, wealth and power 
in society” (Cooper & Sherer, 1984, p. 222), 
The challenge posed by the political economy 
of accounting is one to which few accounting 
scholars have so far risen. The problems are for- 
midable. Not only must the investigator have a 
clear grasp of the conceptual foundations of 
accounting, but must also interrogate the histor- 
ical, economic, social and political contexts of 
its practices. Such a burden must be shared, and 
initially at least, this means a heavy reliance on 
histories written for purposes other than il- 
luminating the functioning of accounting. One 
such area is financing and accounting for the 
early U.K. railways, and the central task of this 
paper is to rework this history as a political 
economy of accounting. Its objective is to assess 
which interests were furthered, and which in- 
terests were undermined, by the accounting 
practices used by the railway companies. 


THE “SWINDLE HYPOTHESIS” 


Between 1831 and 1850 the basic structure of 


can be shown by rearranging the balance sheet equation into the “clean surplus” identity (Peasnell, 1982): C, = P; + A, — 
A,_;, Where C, = net distributable cash flow in time ¢, P, = historical or current cost profit in time £, A, = net historical or 
current cost of assets at time £. At the beginning of the entity’s life Co = Ap and A_, and Po = 0. Thus, the long-run average 
net cash flow is given by the limit as 7 tends to infinity of: 

i r I F I r A, 

— Sum C, = — Sum [P,; + A,;_,; ~ A,] = ~ Sum P, + —. 

T to T i=0 T :=0 T 
Assuming history or, when using current costs, the present repeats itself, P, is constant. Thus, as T tends to infinity, A/T tends 
to zero, and the average net cash flow equals accounting profit (May, 1976; Bryer & Steele, 1990). 


? For example, Tinker, 1980; Cooper, 1980; Cooper & Sherer, 1985; Armstrong, 1987; Puxty et al., 1987. 


THE “RAILWAY MANIA” OF 1845 


Britain’s railway network was planned, paid for, 
and built. It required investment on an unpre- 
cedented scale. One way of portraying this is to 
estimate how much the railways would have 
cost in the mid-1980s. The total national income 
of the U.K. for the twenty years from 1831 to 
1850 was £10.2 billion, and over this period it 


invested 2.2% (£224.4 million) in railways. 


(Mitchell, 1969). The U.K.’s GNP in the mid- 
1980s was around £300 billion. If 2.2% of this 
were invested for twenty years (that is, ignoring 
real growth) it would cost £132 billion. Invest- 
ment in railways (excluding land) peaked in 
1845-9, taking an average of 4.5% of GNP. In 
this period total investment for all purposes was 
only 5.5% (Gourvish, 1980b, p. 13). So intense 
was the effort that at its peak in 1847 informed 
contemporaries took the view that “... railway 
investment then required a reduction of con- 
sumption and not only a redirection of invest- 
ment resources” (Hawke, 1970, p. 210). 
Surprisingly, the large majority of the capital 
for the early U.K. railways was provided by pro- 
vincial merchants and entrepreneurs (particu- 
larly those from Manchester and Liverpool) and 
the “middle-classes”, and not from the very weal- 
thy “London capitalists” who studiously avoided 
investing in railways during the initial construc- 
tion phase.’ Most of the finance was advanced 
during 1845. Shares of large denominations 
were sold for small down-payments, and many 
investors became committed to pay heavy calls 
if things went wrong... and they did. Escalating 
construction costs and Government restrictions 
on raising debt forced the railway companies to 
make heavy calis just as the “Commercial Crisis” 
of 1847 and high interest rates removed the 
means of many of their shareholders to meet 
them. Being unable to meet the calls, many of the 
initial investors were forced to sell their shares 
at heavy losses. The evidence available suggests 
that the purchasers were the London wealthy. 
In the accepted view of economic historians, 


3 The constituents of these groups are defined later. 
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the losses incurred by the initial investors in rail- 
way were the inevitable consequence of the 
speculative “mania” which blinded them to 
economic realities. For economic historians the 
railway “mania” and the losses do not imply any 
criticism of the social, political and economic 
system in the mid-nineteenth century. In their 
view the “manias” were merely “excrescences 
on the body of a sound movement” (Cleveland- 
Stevens, 1915, p. 170); “temporary aberrations” 
(Reed, 1975, p. 271) of laissez faire capitalism 
conceived as a loose collection of self-interested 
and short-sighted individuals, with an under- 
standable tendency to anarchy only imperfectly 
curbed by competition and interventions by the 
State. The germ of an alternative, critical view is 
only to be found in Marx, who noted in volume 
3 of Capital that “The period of prosperity in En- 
sland from 1844 to 1847 was... connected with 
the first great railway swindle” (1981, p. 538, 
emphasis added). Prima facie, Marx’s view ap- 
pears to be a classic illustration of Braudel’s con- 
ception of capitalism as “... an active social 
hierarch[y]| ... constructed on top of exchange 
... which they manipulate to their advantage...” 
(1985, vol. 1, p. 24). Unfortunately, Marx 
nowhere explicitly analyses exactly what “great 
railway swindle” he believed had occurred. 

One possibility is that by “great railway 
swindle” Marx simply meant the numerous, but 
relatively small-scale, frauds (false prospec- 
tuses, insider-dealing, false accountings, etc.) 
which were undoubtedly perpetrated. How- 
ever, if this is what he meant, it is surprising that 
although railway frauds achieved great notori- 
ety, he makes no mention of them.* Perhaps 
Marx concluded these swindles were, in them- 
selves, of little practical significance. 

Judging by the context in which it appears, it 
seems more likely that by “great railway | 
swindle” Marx was referring to the role govern- 
ment-induced cheap credit played in fuelling 
the boom in railway shares from 1845, and the 


4 By contrast he makes copious references in chapter 25 to what Engels calls “swindling of this kind” (Marx, 1981, p. 533) in 


the East Indian and Chinese trade. 
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Government’s role in engineering the high in- 
terest rates in 1847 which undermined it. In an 
insert shortly before Marx’s comment on the 
“great railway swindle”, Engels certainly made 
this connection: 


The same passion which increased [cotton] production 
went into the building of railways. The thirst of the man- 
ufacturers and merchants for speculation found initial 
satisifaction, from summer 1844 onwards. Stock was un- 
derwritten to the limits of possibility, i.e. as far as there 
was money to cover the initial payments. As for the rest, 
a way would be found! . . . The enticingly high profits had 
led to operations more extensive than the liquid re- 
sources could justify. But the credit was there, easy to ob- 
tain and cheap at that. ... When the further payments did 
fall due... recourse to credit was necessary, and the main 
business of the firm generally had to suffer. . .. The Bank’s 
official minimum lending rate rose to 7 per cent in 
October [1847], and in November to 10 per cent, so that 
the great majority of bills could be discounted only at col- 
ossai and usurious rates of interest, if at all (Marx, 1981, 
pp. 534--35). 


Although Engels implies that the speculators had 
their “thirst” partly to blame, several of Marx’s 
general conclusions point to the government 
and “money capital”? as the true villains. Thus, 
for example, although in the following Marx does 
not refer explicitly to railways, it is tempting to 
believe that he had them at least partly in mind 
when he concluded that “... since a rise in in- 
terest rates corresponds to a fall in the price of 
securities, this is at the same time a very suitable 
opportunity for people with available money 
capital to buy up such interest-bearing securities 
at ridiculously low prices ...” (1981, p. 483). 
Marx later makes clear that he is referring to the 
impact of interest rates on all types of securities, 
including those of “industrial undertakings”, 
whose “depreciation in a crisis”, he again notes, 
“is a powerful means of centralizing money 
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wealth” (1981, pp. 598-99 ). That Marx did have 
railways at least partly in mind when making 
these comments is suggested by the note which 
immediately follows, of an estimate of the 
Governor of The Bank of England that, by the 23 
October 1847, Government securities and the 
shares of railways and canals had been “... de- 
preciated in the aggregate to the amount of 
$114,752,225” (1981, p. 599).° 

Marx was, however, very explicit about whom 
he believed had the power to influence interest 
rates; whom he believed caused the Commercial 
Crisis of 1847 during which railway shares 
crashed, and whom he believed had benefited. A 
major question tackled in Part Five of Volume 
Three of Capital is whether the high interest 
rates and the Commercial Crisis were caused by 
a shortage of capital for investment, as the con- 
ventional wisdom maintained, or whether it 
was a consequence of Government monetary 
policies, particularly as they were enshrined in 
the Bank Charter Act of 1844,’ and the activities 
of money capital, which Marx maintained. Not- 


ing “The power of the Bank of England ... shown 


by its regulation of the market rate of interest” 


(1981, p. 676), he concluded: 


Talk about centralization! The credit system which has its 
focal point in the allegedly national banks and the big 
money lenders and userers that surround them, is one 
enormous centralization and gives this class of parasites a 
fabulous power not only to decimate the industrial 
capitalists periodically but also to interfere in actual pro- 
duction in the most dangerous manner — and this crew 
know nothing of production and have nothing at all to do 
with it. The Acts of 1844 and 1845 are proof of the grow- 
ing power of these bandits, added to whom are the finan- 
ciers and stock jobbers (1981, pp. 678-79). 


In his view the Bank Act of 1844, by “driv[ing] 


the interest rate in crisis times up to a previously 


> Simply, those with concentrations of money available for investment. 


é Marx notes later that money capitalists benefit from artificially high interest rates either because capital gains may be made 
on “government paper and other securities” when interest rates fall and their prices rise, or because higher yields are obtained 
on those that are held (1981, p. 635). This distinction will be of importance later when we come to assess the returns 
earned by railway investors after the second boom had collapsed. 


7 This is discussed in detail later. Marx’s views on the technical operation Bank Charter Act of 1844 were shared by, and toa 
large extent derived from, several eminently respectable contemporary authorities. 
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unheard of level ... instead of-abolishing crises, it 
rather intensifies them ...” (Marx, 1981, p. 689). 
For Marx, this result was no accident, “For to the 
same extent that the metal reserve disappears, so 
too does the reserve of banknotes, and no-one 
should know this better than Mr Overstone, who 
so wisely established this very device in his 1844 
Bank Act” (1981, p. 652). Mr (in 1850, Lord) 
Overstone, previously Samuel Loyd, a wealthy 
and successful banker who prospered during the 
Commercial Crisis of 1847, and retired as a 
rentier in 1850 (Michie, 1985, p. 61), was 
widely attributed with the design of the 1844 
Act (Clapham, 1964, p. 522). For Marx he was 


the epitome and representative of money capi- ` 


tal. Although the “reasonably accurate” record of 
Overstone’s investments available for public in- 
spection suggests that he did not personally in- 
vest heavily in railway shares after the collapse of 
the “mania”, his father did, and his “considerable 
holdings” were inherited in 1858 (Michie, 1985, 
p. 76). 

Finally, in a later general comment, Marx 
clearly distinguishes the impact of rising interest 
rates on share prices from both fraudulent prac- 
tices and declining revenues, and doing so 
evokes another key element of the railway ex- 
perience, the impact of the associated credit 
squeeze on the ability of the initial investors to 
pay their calls, and the consequences which this 
had for the prices at which their shares could be 
sold. In addition to the impact of rising interest 
rates, he concludes, 


[security prices] ... fall partly as a result of a decline in re- 
venues on which they are claims and partly as a result of 
the fraudulent character of the enterprises which they 
very often represent ... The reduction in the value of 
these securities on the stock exchange list, however, has 
nothing to do with the real capital which they represent. 
As against this, it has a lot to do with the solvency of their 
owners (1981, p. 625). 


Although neither Marx nor Engels explicitly 
links these comments to a “great railway swin- 
dle”, and neither makes any comments what- 
soever about railway accounting, making this 
link opens up the possibility of not only provid- 
ing explanations for several troublesome aspects 
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of the affair, but more particularly of providing 
an historically, economically and politically 
grounded explanation of two aspects of the ac- 
counting practices of the second railway 
“mania”, which historians are prone to dismiss 
simply as the consequence ofa lack of “generally 
accepted accounting principles”. Firstly, it could 
explain why during the railway share boom of 
1844—45 the railway companies, after having ap- 
peared to accept the need for conventional ac- 
crual accounting, began to deliberately and sys- 
tematically overstate their profitability in their 
published accounts. Secondly, it could explain 
why after the “mania” was broken in 1847 the 
railway companies began to deliberately and sys- 
tematically understate their profitability in their 
published accounts. A possible, but critical, in- 
terpretation of these events (which I shall 
henceforth refer to as the “swindle hypothesis” ) 
is that they were elements of a deliberate design 
by an “active heirarchy” to (a) fuel the “mania”, 
thereby enticing investment in railway shares by 
unsuspecting middle-class and provincial en- 
trepreneurs, and (b) subsequently squeeze 
out these investors and deflect critical interest in 
the new owners, the wealthy London capitalists. 

Insofar as the evidence is consistent with the 
swindle hypothesis it supports Cooper & 
Sherer’s suggestion that in capitalism “... aç- 
counting faces the danger of becoming a mere 
tool of ... powerful groups”. As they say, 


Accounting may be viewed as a means of sustaining and 
legitimizing the current social and economic political ar- 
rangements ... Rather than providing a valid economic 
rationale for action, accounting information is used asa 
means to support those groups who are currently pow- 
erful in society (Cooper & Sherer, 1984, pp. 164-5, 
emphases added). 


Limitations of resources, space and evidence 
dictate an exploratory and explicitly polemical 
analysis to assess the prima facie validity of the 
“swindle hypothesis”. The paper is organized-in 
the following way. To set the historical scene it 
briefly ‘outlines the first railway “mania” of 
1836—37, and the lessons that were drawn. It 
then turns to an analysis of the origins of the 
second “mania” of 1845—46 and the associated 
financial reporting practices, and how the boom 
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was terminated by the Commercial Crisis of 
1847. It then analyses the financial reporting 
practices of the railway companies in the after- 
math of the second “mania”; the explanation 
offered for these by historians, and to what extent 
the reported results reflected the returns that 
were actually generated by the railways. Finally, 
some conclusions and implications for further re- 
search are drawn. 


THE FIRST RAILWAY “MANIA” 


Although the burst of railway promotions in 
1836 is usually attributed to an irrational 
“mania” of stock market speculation, its im- 
mediate cause was the triumph in 1835 of 
locomotives over horses or static engines (Reed, 
1975, p.5). Clapham describes the final break- 
through: 


In 1834, when part of the Carlisle line was nearing com- 
pletion and when rails had to be ordered, the directors 
were still discussing horses... [However]... on March 9, 
1835, Stephenson's “Rapid” pulled the passenger coaches 
“Expedition”, “Sociable”, and “Prospect”; and Hawthorn’s 
“Comet” the “Despatch”, “Industry” and “Transit”, from 
Blaydon to Hexham. After that date little more is heard of 
horse-traction on the new public railways (1964, p. 
382).° 


Thus, although by 1836 the success of the Liver- 
pool and Manchester Railway had stimulated the 
promotion and authorization of the first major 
trunk routes from London (to Birmingham, Bris- 
tol, Southampton, Brighton, Dover), until then 
petitions had usually been for short extensions 
of existing railways and local lines. However, in 
1836 the pattern changed.’ From 1832 to 1835 
the number of petitions to Parliament had been 
(respectively): 10, 12, 14 and 19, but in 1836 
they leapt to 51, and in 1837 to 59. And whereas 
by 1835 the cumulative total of capital 
authorized by Parliament was 418.7 million, by 
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the end of 1837 it had nearly trebled to £53.4 
million, and so had the length of authorized 
mileage (Mitchell, 1969, Appendix Table 1). 
Thus, as Clapham says, although “It was fully 
open to anyone to argue, in 1834—5, that there 
was no good prospect of dividends except on a 
coal-line, and no certainty there”, the locomo- 
tive trials of early 1835 had removed “... all pro- 
fessional opposition: engineers were converted 
and converting, and their ranks were filling 
rapidly to serve it” (1964, pp. 384-5). This 
change in outlook was rapidly reflected in the 
prices of the railway shares quoted on the London 
Stock Exchange. From June 1835 to May 
1836 the railway share price index increased 
from 60.2 to 129.4, whereas at no time prior to 
1835 had it reached 80, whereas those for can- 
als, docks, waterworks, insurance, gas, mines, 
light and coke, and banks either fell or rose rela- 
tively slightly (Gayer et al., 1953, vol. 1, Tables 
9 to 18). John Francis, a contemporary observer 
connected with the Bank of England, described 


-the “bullish atmosphere of the time”: 


The press supported the mania; the government 
sanctioned it; the people paid for it. Railways were at 
once a fashion and a frenzy. England was mapped out for 
iron roads. The profits and percentage of the Liverpool 
and Manchester were largely quoted. The prospects and 
power of the London and Birmingham were as freely 
prophesied (1851, vol. 1, p. 290). 


However, although this “mania” was based on 
solid technical progress in locomotives, “... on 
the financial side there was still some doubt 
among experts. There was so much wiid projec- 
tion; so much necessary uncertainty as to the 
execution of particular projects; so much ignor- 
ance of engineering problems among the public; 
and so much systematic opposition from in- 
terested, and hardly less from disinterested, 
quarters...” (Clapham, 1964, p. 383). The rail- 
ways were not yet an obviously sound financial 


8 Although Stephenson’s Rocket performed successfully at the Rainhill trials of 1829 organized by the Liverpool and 
Manchester Railway, only with hindsight is it possible for Pollins to claim that “... the railway age had begun ...” because, as 
he admits, “... the locomotive required further development and improvement before it could completely supercede other 


forms of traction” (1969, p. 140). 


? The delay between the success of the locomotive in March 1835 and the presentation of petitions arose because railway 
companies were created by special Acts of Parliament with long lead times before petitions and authorizations could be made. 
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proposition simply because engineering pro- 
jects on this scale had never been attempted 
before, and it was impossible to know with any 
certainty how much it would all cost. Although 
nearly 600 miles of railways had been authorized 
by 1833, it was not until 1838 that this amount of 
mileage was open. The railways might well make 
money simply by securing existing traffic (the 
basis of most of the projections (Mitchell, 1969, 
p. 14)) but, even if traffic volumes increased, 
until the total capital outlay was known it was 
impossible to know whether they would earn the 
required return. 

Given the scale of the required investment it is 
surprising that only a small percentage of the 
equity finance was provided from London, the 
centre of finance, commerce, trade and political 
power, where the wealthiest in Britain predo- 
minantly lived. This group is called the “London 
Capitalists” or the “London wealthy”.'° It com- 
prises two overlapping elements. Firstly, the 
great landowners, the aristocracy, many of 
whom lived in London, and the greatest of whom 
largely owned it, and had been heavily involved 
in its development (Beckett, 1986, pp. 265, 
267-72). Secondly, the financiers, bankers, and 
merchants collectively known as the City. As 
Rubinstein has shown by an analysis of the value 
of estates at probate, “Despite the Industrial 
Revolution, the most important element in 
Britain’s wealth structure during the nineteenth 
century, apart from landed wealth, was com- 
merce and finance” (1977, p. 606); “... that the 
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centre of wealth-making in nineteenth century 
Britain was London rather than the industrial 
towns in the north of England” (1977, p. 608); 
and that “At the centre of London’s wealth was 
the City...” (1977, p. 610)."" 

Although the real wealth of the country was 
concentrated in London, easily the biggest sub- 
scribers for, and holders of, railway shares were 
the merchants and industrialists from Manches- 
ter and Liverpool; those of the particular area 
which the railway served, and the “middle clas- 
ses” (defined below). The major study of the 
early railway shareholders is by Reed, who 
examined subscriptions to the railway equity 
issues from 1823 through 1845 of the 13 major 
railway companies who in 1838 represented 
over half of the total paid-up capital for all En- 
glish railways (1975, p.193). Reed provides no 
summary statistics of his data. As he says, he pro- 
vides only an “elementary statistical analysis”, 
and accepts that “... even within the confines of 
the data and the methods used, more elaborate 
results could have been presented” (1975, 
p.viii). Further analysis shows, in fact, that inves- 
tors from London held a weighted average over 
the period 1823 through 1845 of only 17% of 
the nominal value of these companies’ shares, 
whereas investors from Manchester and Liver- 
pool alone held 37%, and other local interests 
held a further 25%.'* Although wealthy mer: 
chants, manufacturers, bankers and “gentlemen” 
held a large majority of this equity, almost a third 
was held by the “middie-classes”.'* The latter 


10 As the wealthiest have the most money to invest, we shall see them referred to later as the “monied interest”. They are 
Marx’s “Money Capital”. 

il Rubinstein calls these “top non-landed wealthholders” the “middle-classes”, presumably to distinguish them from the 
aristocracy. I do not follow his usage. Apart from the fact that it is confusing to modern readers, its real weakness is revealed 
by Rubinstein’s discovery that, in his terms, there are two “middle-classes”: the London middle-classes and the provincial 
(mainly Northern) middle classes based on manufacturing and industry (Rubinstein, 1977, pp. 619-620). At this point in 
history it seems more appropriate to group the non-landed London wealthy with the great landowners. As Rubinstein himself 
says, “The chief social distinction between the two middle classes lay in their contrasting relationship with the traditional 
landed society. The London-based middle class was far closer to the old society than its provincial counterpart” (1977, p. 
620). 


12 Calculated from Reed (1975) Tables 12a, 14a, 17, 19a, 21, 23, 25a, 27, 29a, 31a, 33a. 
13 “Gentlemen” were those who chose no occupational title, but included many aristocrats. The “middle-classes” were 
defined to include the following designations: (i) the “professions” including law, medicine, clergy, officers in services and 


merchant marine, architects (ii) miscellaneous “white collar” groups including teachers, engineers, craftsmen, servants (iii) 
farmers and graziers (iv) women (v) unspecified (Reed, 1975, p. 109). 
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were able to subscribe for relatively modest 
amounts of shares because, in accordance with 
the practice of the day, the railway companies 
issued shares with large denominations (often of 
£10 each), expecting to leave large amounts ùn- 
called (Jeffreys, 1946). Furthermore, Parliamen- 
tary procedures for Railway Acts initially re- 
quired subscribers to pay only a 5% deposit. 
Thus, as share values increased rapidly from 
1835, even a person of limited means could ac- 
quire shares for very little money in relation to 
their market value. Although subscribers for rail- 
way shares were taking a risk, as they might not 
find it easy to meet calls if they came in difficult 
times when credit was tight, in the national ex- 
citement generated by the early successes and 
the prospects for the future, many succumbed to 
temptation. 

However, as the construction programmes 
proceeded it became clear that the railwavs 
were going to be much more expensive to build 
than had been anticipated. As the difficulties and 
cost overruns mounted, enthusiasm for railways 
waned, and the number of petitions for bills to 
increase authorized mileage fell sharply in 1838 
(to 9, from 59 in 1837). In addition to engineer- 
ing problems, there were unexpected cost in- 
creases for raw material and labour. Up to the 
mid-1840s railways cost roughly twice as much 
as engineers had estimated (Reed, 1975, Table 2; 
Franics, 1851, vol. 1, pp. 147, 203). These capital 
overruns forced companies to make large calls 
on their shareholders just as high interest rates 
were depressing trade, and many shareholders 
delayed or refused to meet calls, or were finally 
forced to sell their shares. In Francis’ eyes a pro- 
vidential vengeance had been visited on those 
“Men who had lifted their heads in the pride of 
presumed riches, mourned their recklessness, 
and women wept at that which they could not 
prevent” (1851, vol. 1, p. 300). Desperate for 
cash, most railway companies were forced to 
borrow heavily for relatively short periods (typ- 
ically four years ) at high interest rates, and their 
ratio of debt to total capital jumped from an aver- 
age of around 24% from 1828 to 1836 to 32%, 
where it remained for the next nine years 
(Hawke & Reed, 1969, Fig. 2). 
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All these factors took their toll on share prices 
which began falling in May 1836, reaching their 
lowest point in April 1837. To encourage 
shareholders to continue to contribute capital to 
enable the completion of lines, many companies 
issued financial instruments to, in effect, enable 
them to pay dividends from capital. They issued 
shares at heavy discounts and paid dividends on 
the nominal value; they guaranteed dividends on 
equity capital; they paid interest on calls; they 
mortgaged future calls, and they issued prefer- 
ence shares whose dividends were treated as in- 
terest and capitalized. Guaranteed dividends ef- 
fectively turned equity into a short-term unsec- 
ured participating loan and, in full accordance 
with modern accounting practice for the con- 
struction of assets not yet available for use, the 
railway companies invariably reported their net 
interest payments as capitalized until lines were 
earning revenue (Pollins, 1969, pp. 147-8). Al- 
though we shall see that these practices were 
later outlawed, the railway directors were per- 
fectly open about their use, seeing them as an ob- 
vious solution to the problem of raising 
emergency finance to complete the lines when 
additional finance was unavailable from their 
existing shareholders (Reed, 1975, pp. 67-8). 
Arguably, by paying dividends out of capital the 
directors were signalling their expectation that, 
despite the current circumstances, future re- 
turns would be satisfactory. Also, by guarantee- 
ing shareholders an income, they may have 
helped them to meet calls in difficult times by 
providing the basis for raising a personal loan. As 
Evans puts it: “To induce investors to subscribe 
to projects which could not in the immediate 
future earn dividends, interest on all outstand- 
ing shares was frequently paid out of capital” 
(1936, pp. 2—4, emphasis added). 

If this was the motivation for paying dividends 
from capital, how realistic were the financial 
forecasts they implied? In fact, although the cost 
overruns were alarming, the financial perform- 
ance of the railways up to the mid-1840s could 
give investors some grounds for optimism 
because, although goods traffic was significantly 
below expectations, working expenses were 
also much lower than was expected, and if these 
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could be held and revenues increased...! What 
were the prospects of doing this? Investors 
could take comfort in the success of the Liver- 
pool and Manchester and the London and 
Birmingham in overcoming cost overruns and 
making unexpectedly large profits (Francis, 
1851, pp. 147, 203). Also, increased revenue 
could come from both increasing prices and in- 


creases in traffic. Although revenue from freight. 


traffic had been disappointing, there were good 
grounds for anticipating improvement. Firstly, 
the railways were parliamentary monopolies 
which the major companies were prepared to 
fight hard, and pay handsomely, to protect from 
competing lines; secondly, it would take time to 
wear down the competition from canals and for 
new investment to be made, particularly in coal 
mining where the prospects of expansion were 
excellent (Clapham, 1964, p. 399). Further- 
more, although the railway companies were 
pleasantly surprised by the demand for pas- 
senger traffic, the prospects for further increases 
were excellent as population growth was ac- 
celerating rapidly.'4 Also, even though it was in- 
itially excessive capital expenditure that was 
raising doubts about financial viability, as 
technological and supply bottlenecks were 
overcome, increases in demand could be met by 
further construction at lower costs, particularly 
as quality improvements in rails and locomo- 
tives permitted steeper gradients. Finally, the 
major companies could anticipate mergers to 
spread their overheads over a larger turnover. In 
short, although achieving good financial results 
from the investments made in railways was not 
certain, there were good grounds for the trend 
increase in the railway share index from the 
middle of 1841. As Francis noted, having weath- 
ered all storms: 


In 1843, railways, though depressed in value, were re- 
garded as good as consols... If railroads were found un- 
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profitable one year, they were almost certain to improve 
with the commerce and the capital of another epoch... 
and compel a dividend. It was but a question of time 
(1851, vol. 2, pp. 132—7, emphasis added). 


And this appeared to be the clear message con- 
veyed by the accounting reports of the railway 
companies at this time. 


RAILWAY ACCOUNTING BEFORE THE 
“MANIA” of 1845 


When lines began opening in the late 1830s 
and early 1840s companies began publishing 
both capital and revenue accounts to replace (or 
sometimes supplement) the total cash accounts 
produced to that time (Edwards, 1985, p. 24). 
Although railway companies invariably included 
in their statutes the limitation to only declare 
“Dividends out of the clear profits of the said 
Undertaking”, so that “the Capital of the said 
Company shail [not]... in any Degree be reduced 
or impaired”, no guidance was given on how 
profit was to be measured, and the opening of 
lines immediately raised the question of the ex- 
tent to which companies should report on an ac- 
cruals or a cash basis (Edwards, 1985, p. 24). The 
main issues were whether depreciation was to 
be charged and, if so, on what basis? 

Accrual accounting is based on the aae 
of financial capital maintenance and “going-con- 
cern”.> By the late 1830s and early 1840s many 
railway companies were only just emerging as 
going-concerns with recognizable “steady 
states”. Thus, although there was widespread 
agreement that depreciation should at least be 
charged on rolling stock, there was little techni- 
cal data about its expected life and rate of de- 
terioration, and real differences between the 
extent to which companies perceived them- 
selves to be at steady state. Thus, initially there 


‘4 The population of England increased from 12 million in 1820 to almost 18 million in 1850. Added to the large demand for 
working class transport, which formed the basis of the early spectacular success of the Liverpool and Manchester railway, was 
the demand from the rapidly growing middle income groups (Davis, 1973, p. 305). 


15 In terms of the earning power interpretation of historical cost accrual accounting, income is an estimate of steady state 
distributable cash flow whilst maintaining capital intact, assuming that history repeats itself indefinitely. 
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was wide variation in approaches. Some did not 
charge depreciation at all; some valued rolling 
stock at net realizable value, charged falls in 
value as depreciation, and took increases in 
value as holding gains. Others charged deprecia- 
tion on historic or replacement cost (Pollins, 
1969, p. 149-153). However, by the early 1840s 
the principle of charging depreciation on rolling 
stock, as an essential element in the measure- 
ment of sustainable income, was widely under-. 
stood by those professionally interested in rail- 
ways. 

Littleton comments that, “As early in the de- 
velopment of railways as 1841 it is evident that 
at least a few people hada very good conception 
of the relationship between depreciation and 
net income” (1933, p. 227, emphasis added). By 
“at least a few people” Littleton elsewhere makes 
clear that he includes most of those who needed 
to know. Thus, by “good conception” of.depre- 
ciation he means that which “...relate[d] depre- 
ciation to the maintenance of long-lived corpo- 
rate assets.” In his view, this conception was 
“plainly reflected in nineteenth century 
discussions of railroad problems and in many 
railroad corporation’s reports of that day” 
(Littleton, 1933, p. 223, emphasis added). 

Littleton’s comment, that “at least a few” 
people involved with railways understood de- 
preciation, was based on a reprint in the Ameri- 
can Railroad Journal in 1841 of an article first 
published in the British Railway Times of the 
same year. The article argued that “The declara- 
tion of a dividend without making allowance for 
the depreciation of stock, cannot in our opinion 
be regarded as other than fallacious [because]... a 
rate of dividend not warranted by the profit 
really made ... leav[es] a succeeding set of prop- 
rietors to make up from their income the replac- 
ing of exhausted stock” (quoted in Pollins, 1969, 
p. 150). As Littleton’s comment implies, the wri- 
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ter of this article clearly understood the function 
of depreciation in capital maintenance. Evi- 
dence that it was widely understood by the U.K. 
railway companies is provided by the Chairman 
of the London and Birmingham Railway who, in 
1841, reported their “...plan of setting aside a 
fund to meet the unavoidable depreciation of 
stock”, and claimed in justification that “... al- 
most every other Company ... appropriate[s| a 
portion of the profits every half year to meet the 
depreciation which has taken place during that 
period in the value of the Company’s stock — a 
depreciation which it is clear must be made 
good either from the profits of working, or de- 
frayed from the capital of the Company” (Pollins, 
1969, p. 153, emphasis added). By “value” the 
chairman later makes clear he means “the capital 
originally invested in the purchase of Stock” 
(Pollins, 1969, p. 153). Thus, although his state- 
ment leaves open the possibility that deprecia- 
tion charges could be seen as representing a 
“portion of profits”, and could therefore form 
the basis of a distribution, it nevertheless clearly 
recognized the need for depreciation if the 
Company’s historical financial capital as rep- 
resented in the rolling stock was to be main- 
tained.'° 

Evidence that those who needed to under- 
stood the purpose of depreciation, is also pro- 
vided by Lardner who stressed the “... necessity 
of establishing an annual reserve fund for the 
future replacement of the rolling stock at a 
future epoch, when, notwithstanding the cur- 
rent annual repairs, and the infusion of new 
stock, the whole stock will have been so worn as 
to be in the mass unfit for future use, and of no 
other value than old materials.” In his view, this 
was well understood by at least “several of the 
most considerable railway companies”, for it was 
precisely “On the assumption of such a contin- 
gency” that they “... have for many years back 


16 It is often suggested that during the nineteenth century no clear distinction was drawn between depreciation provisions 
as an expense and depreciation reserves as a part of distributable profit (e.g. Edwards, 1986, p. 252). However, rational (self- 
interested) investors and their agents, of necessity, have an ambivalent attitude towards depreciation. If they want and expect 
an enterprise to remain a going-concern, and they believe its value is strongly related to its earning power, depreciation is a 
charge before distributable profits — they are “provisions for replacement”. On the other hand, if they do not want or expect 
an enterprise to remain a going-concern, or if they believe (or believe others believe) that the value of the enterprise is 
determined by the level of current dividends, depreciation provisions become distributable “reserves”. 
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put aside a sum calculated upon a conjectural 
basis for this purpose” (1850, p. 114, emphasis 
added). On the basis of Lardner’s definition, 
these companies held an accruals, cost-based 
conception of depreciation.'” An almost identi- 
cal definition was given in the Railway Times at- 
ticle of 1841 (Pollins, 1969, pp. 150-1 ). The dif- 
ference between these and modern definitions 
of depreciation is merely that the latter 
explicitly emphasise technological and econ- 
omic obsolescence. For example, SSAP12 de- 
fines depreciation as “... the measure of the wear- 


ing out, consumption or other reduction in the. 


useful economic life of the fixed asset, whether 
arising from use, effluxion of time or obsoles- 
cence through technological or market 
changes” (Accounting Standards Committee, 
1987, para. 3). However, as we shall see later, 
Lardner and others concerned well understood 
the need to consider obsolescence in estimating 
depreciation charges.'® 

Although no companies charged depreciation 
on the permanent way, it was widely claimed at 
the time that, if properly maintained, its life was 
for all practical purposes infinite (Lardner, 1850, 
p.56). Thus, by the early 1840s, with the initial 
lines completed and traffic and revenues in- 
creasing, many major railway companies were 
approaching steady state with their existing op- 
erations, and this appears to have been reflected 
in their accounting reports. Although Pollins 
provides little systematic evidence, this also 
seems to have been his conclusion. As we shall 
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see later, “When the companies settled down 
again after the excesses of the mania they once 
more recognised the need to allow for deprecia- 
tion in the accounts” (Pollins, 1969, p. 153, em- 
phasis added), clearly implying that they had 
previously done so. This view is also given qual- 
ified support by Edward’s more recent review of 
early railway depreciation practices which 
builds on the “... important paper by Pollins 
(1956).” Edwards concludes that “A number of 
railway companies opened their lines to traffic in 
the late 1830s and, between then and the mid- 
1840s, it was quite common practice to make 
some provision for the depreciation of rolling 
stock” (1985, p. 255, emphasis added). Edwards 
provides no evidence to support his qualifica- 
tion. However, although systematic research 
would be necessary to derive detailed conclu- 
sions, as the companies opening their lines dur- 
ing this period were dominated by the “most 
considerable”, it seems reasonable to conclude 
that depreciation accounting was the modal, if 
not necessarily the mean, practice. 


RAILWAYS IN THE DOLDRUMS 


Although the major railway companies were 
now clearly going-concerns, and there was con- 
siderable scope for further expansion, the dif- 
ficulties of the late 1830s and early 1840s had 
discouraged many new initiatives, and between 
1837 and 1843 only an additional 301 miles had 


17 In contrast to the earlier “proprietor’s” view in which “Depreciation apparently was not regarded as expense or cost but 
as a loss, as ‘decay from use’” (Littleton, 1933, p. 227). Although Littleton argues that only the former is based on “the real 
nature of depreciation”, arguably both views maintain capital in ways appropriate to their circumstances. For “proprietors” 
with relatively small investment in fixed assets, and no assurance that they would be replaced in their current form, treating 
depreciation as a loss simply created undisclosed general reserves which could have been employed as the owner-manager 
thought fit. However, with large investments in long-lived fixed assets which were expected to be replaced, in the early 1840s 
at least the railways recognized the need to treat depreciation as a specific cost or expense and so create a specific 
provision for replacement, which might or might not be funded. 


'8 As did at least some of his readers. For example, Marx generalizes Lardner’s concept of “marketable depreciation”, “... the 
fall in price produced, not by any deterioration of the real value in the stock, but by other causes foreign to the business of 
the company acting on the market (1850, p. 117), as “moral deterioration”. In addition to market generated obsolescence, 
Marx took it for granted that technological obsolescence was an essential element in depreciation, that is, as he put it, the fact 
that “The means of labour are for the most part constantly revolutionised by the progress of industry. Hence they are not 
replaced in their original form, but in the revolutionised form” (1978, p. 250). 
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been authorized. As Francis puts it, although 
“... it was generally understood that the stagna- 
tion that was then evident in the railway world 
was not likely to endure” (1851, vol. 2, p. 18), 
the public would not easily forget the results of 
the first “mania”, when “... the eyes of the people 
were open to their folly; and shares of every de- 
scription fell. Then came that terrible revul- 
sion...” (1851, vol. 1, p. 300). Railways had never 
been popular with landowners. Now their un- 
popularity was widespread. There were many 
accusations of fraudulent promotions. In 1837 
the House of Commons held an inquiry into 
“railway rascalities”. Although few instances 
were found, great play was made of the “men of 
straw” that had signed subscription lists subvert- 
ing Parliament’s intention that they would en- 
sure only bona fide, i.e. wealthy, investors apply- 
ing for shares. To deter others, Parliament 
decreed that in future 10% of the proposed cap- 
ital be deposited with governmental authorities, 
and that the period of notice given to Parliament 
for any new line be extended from one to two 
years. Railways were also very unpopular with a 
large section of the aristocracy: “Many a noble 
lord openly expressed a hatred of the “infernal” 
railways, and in doing so he voiced the senti- 
ment of hundreds of country gentlemen” (Hyde, 
1934, p. 135). In addition, railways were gener- 
ally unpopular because of their well-publicised 
safety record, and the “lawless armies” of navvies 
that were building them. 

Thus, in the early 1840s, as Pollins puts it, 
“.. in an atmosphere of gloom some commen- 
tators called for a halt to further construction” 
(1971, p. 35), and “The political economists 
wrote essays to prose that the railways would ab- 
sorb too much of the national capital, and divert 
it from its more legitimate channels” (Francis, 
1851, vol. 1, p. 295). It is somewhat curious, 
therefore, that “Almost immediately afterwards 
the country was engulfed in the greatest railway 
promotion boom ever” (Pollins, 1971, p. 35)! 


THE ORIGINS OF THE SECOND RAILWAY 
MANIA 


In early 1844 railway share prices started to 
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rise steeply, and from the middle of 1844 the 
second railway “mania” commenced on a previ- 
ously unimagined scale. From 1837 to 1842 only 
155 additional miles had been authorized, and in 
1842—43 a further 146 were authorized, but in 
the following four years a further 9,463 miles 
were authorized, with peaks of 2,816 additional 
miles in 1844, and 4,541 additional miles in 
1845 (Mitchell, 1969). What had caused this re- 
markable revival of public enthusiasm for rail- 
ways? Certainly, as a contemporary economist 
noted, economic conditions were favourable: 


Early in 1844, when the restored prosperity of trade was 
no longer doubtful, and the rate of interest had for about 
a year and a half, been under 3 per cent, the attention of 
the public was strongly attracted to the favourable results 
of the investments made in the principal lines of railway 
then in operation. That the system might be extended 
with equal profit seemed highly probable, particularly 
when regard was had to the unusually low prices of iron, 
and other needful materials, and when it was also consi- 
dered that the experience gained in the construction of 
existing lines had suggested improvements likely to re- 
duce, considerably, for the future, the outlay in the first 
instance. Accordingly, during the spring and summer of 
that year, while the shares in most of the old lines rose 
considerably in value, many new companies were pro- 
jected (Tooke, 1848, pp. 63-64). 


However, while favourable economic condi- 
tions were perhaps a necessary condition for 
more investment in railways, they were clearly 
not sufficient because the previous “depression” 
had bottomed in 1841—2, and during 1843 busi- 
ness activity had grown by nearly 10%. Gayer et 
al. classify the cycle of business activity from 
1837 to 1842 as a “minor cycle” with a low point 
on their index of 126.7 (1821—5 = 100) in 1842, 
which to that time was the fifth highest-ever 
level, only being beaten by the exceptionally 
good years of 1836, 1838, 1839 and 1840 (1953, 
vol. 1, pp. 355—G6)! Therefore, it is more accurate 
to describe this period as a pause in otherwise 
uninterrupted growth. From 1820 to 1842 busi- 
ness activity had increased by nearly 60%. Yet it 
was not until mid-1844, when business activity 
was at its highest-ever level, that public interest 
and share prices suddenly revived. Furthermore, 
as the sharp increases in Parliamentary notices 
for schemes occurred in the winter of 1843, it 
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appears that “The far-seeing could already 
foretell ... the likelihood of some recurrence of 
railway speculation similar to that which had 
afflicted the country in 1836” (Lambert, 1934, p. 
98). 


It is commonly accepted that the turning 


point came when the Government unexpec- 
tedly revealed a keen interest in railways after 
years of indifference and occasional open hostil- 
ity, thereby stimulating the “mania”. Thus, the 
key question is whether, as Pollins claims, the 
Government “... inadvertently ... helped to foster 
the mania” (1971, p. 35, emphasis added): or, as 
Francis puts it, “... the legislative body... commit- 
ted the mistake of converting the kingdom into 
a great stock exchange...” (1851, vol. 2, p. 165, 
emphases added); or whether it did so deliber- 
ately? Neither Francis nor Pollins provides any 
evidence that the Government’s actions were 
“inadvertent” or “mistaken”. Although it may be 
impossible to provide an unequivocal answer, 
the view that the Government did deliberately 
stimulate the “mania” is, we shall see, at least a 
coherent explanation of some otherwise in- 
explicable behaviour. As the representative of 
the London wealthy, the Government had every 
motive for wanting others to continue to pay for 
what was going to be a very expensive, and still 
risky, set of investments. ? The Times reported in 
August 1845 that the proposals for that year 
alone equalled the annual value of the whole of 
British exports, and were greater than total pub- 
lic revenue (Lambert, 1934, p. 164). Further- 
more, little love was lost between the London 
wealthy and the nouveau riches. As Francis, 
perhaps rather colourfully, put it: 


The capitalists of Manchester founded families, built 
churches, sent law-givers to the senate, mingled their 
biood with the aristocracy, and bequeathed princely for- 
tunes to their sons... At first a clique, gathered in particu- 
lar localities for a particular purpose, despised by the 
great landed aristocracy as the founders of their own for- 
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tunes, they expanded to a class alike antagonistic and 
dangerous to that power which once refused to recognise 
them (1851, vol. 1, pp. 75-6). 


In 1844 only just over a third of the basic system 
had been built. By 1850 the railways invested 
the modern equivalent of a further £86 billion.” 
As noted above, an issue raised by political 
economists in the early 1840s was whether the 
nation could afford more investment in railways. 
However, another question may have entered 
some minds: would “the nation” pay for it? Up to 
1844, at least, it appears that the London wealthy 
did not intend that they should pay for it. As Fran- 
Cis Says, 


The London merchants had doubted the practicality of 
the iron way; they had derided the notion of the locomo- 
tive; they had scarcely adventured in the shares. Content- 
ing themselves with watching its progress, they were 
ready to rejoice in their prudence, or to benefit by its suc- 
cess (1851, vol. 1, p. 180). 


Exactly how the “London merchants” would 
“benefit” if the opportunity presented itself, 
Francis leaves unanswered. 


FOSTERING THE “MANIA” 


The ruthless exploitation of their monopoly 
power by canal companies had made close pub- 
lic regulation of the railways seem obvious even 
to many of its early promoters, and had some 
very vocal supporters in the House of Commons, 
particularly amongst the provincial merchants 
and manufacturers. However, parliamentary 
support for public regulation evaporated in 
1836 when a bill proposing to limit railway di- 
vidends and tolls was stopped, its author con- 
cluded, by “... doubts ... in high quarters as to the 
advisableness of interfering with new undertak- 
ings, by which capitalists might be deterred from 
embarking in them...” (Francis, 1851, vol. 1, p. 


1? As Jeffreys says of the 1840s and 1850s, “... the House of Commons tended to represent the investing classes rather than 
the big manufacturers...” (1938, p. 52). Arnstein calculates that 93% of the cabinet at this time were “aristocratic”, and hence 


very wealthy (1973, p. 210). 
( £224m-£79m 


) x £&133bn. 
£224m 
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279). With railway investinent in the doldrums 
from 1837 to 1843, the question of public regu- 
lation seemed a dead issue. Furthermore, in 
1841 Sir Robert Peel became prime minister. Sir 
Robert Peel was a Conservative, known to be in 
favour of private enterprise in general, and “... 
very well disposed towards railway enter- 
prise...”, in particular (Clapham, 1964, p. 391). 
Also well disposed to railway enterprise was his 
President of the Board of Trade, and future Lib- 
eral’ Prime Minister, William Gladstone. Al- 
though only in his early thirties, he was already 
influential and dynamic. His family was known to 
have substantial investments in railway shares.” 
William Gladstone was an outspoken advocate 
of “railway enterprise” and was widely consi- 
dered a well-informed insider (Clapham, 1964, p. 
418; Reed, 1975, p. 237). As Hyde says, “His 
whole work had been inspired by his encourage- 
ment of private enterprise. His last desire was 
that the English railways should be under the im- 
mediate hand of Government...” (1934, p. 173). 
As Gladstone himself wrote on the 3rd July 
1844: “I am most hostile to Government man- 
agement, and as friendly to the principle that we 
should discountenance any notion of either 
superceding or damping it by the meddling of 
the State. And further I am not conscious of hav-. 
ing at any moment thought or spoken diffe- 
rently...” (quoted in Hyde, 1934, p. 173). 
William Gladstone was also a vocal advocate 
of improved railway services for the mass of rail- 
way travellers (improved safety, comfort and 
convenience) and lower fares. However, Hyde 
makes it clear that, apart from any desire 
Gladstone may have had to appear impartial to- 
wards the railway interest, he advocated cheap 
trains as a committed believer that marginal cost 
pricing and high traffic volumes would obviate 
the need for “ruinous competition”, and would 
allow the companies to earn as good ifnot better 
profits (1934, pp. 162-8). Clearly, as Hyde says, 
in addition to any philanthropy, “Gladstone’s 
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‘Parliamentary train’ was the outcome of serious 
investigation and profound thought” (1934, p. 
162). Gladstone’s motives were summarized in a 


letter written by him in December 1843: “Parlia- 


ment is, as I think, reasonably averse to interfer- 
ence with railway companies in their efforts to 
turn their capital to best account. But there are 
limits to this principle...” (quoted in Hyde, 1934, 
pp. 167-8). In short, “... Gladstone wished the 
railways to become a source of gilt-edged sec- 
urity, while at the same time affording satisfac- 
tion to every class of passenger who wished to 
use them” (Hyde, 1934, p. 168). 

Thus, in February 1844 when Gladstone “... 
thought that speculation in railways would 
shortly come on again ...” (Cleveland-Stevens, 
1915, p. 102), and proposed a Select Committee 
to consider in what ways, if any, the railways 
should be publicly regulated, a free-enterprise 
outcome seemed a foregone conclusion. The an- 
ticipation of this result can only have been 
strengthened when, in May 1844, the level of de- 
posit required by Parliament was reduced from 
10% of the nominal value of the capital to 5%. 
The 10% deposit had been explicitly introduced 
in 1837 to “... curb railway expansion ...” (Evans, 
1936, p. 100). Gladstone was perfectly clear 
about the reason for reducing it. It was, he said, 
because “... in times of prosperity [railways] 
were projected in multitudes, and in periods of 
commercial depression few were undertaken.” 
It followed, he concluded, that “... it was desir- 
able during the latter season not to oppress 
speculation by a difficulty of raising capital” 
(quoted in Francis, 1851, vol. 2, p. 97). In evi- 
dence to the Committee the railway directors 
confidently argued against competition; for the 
large companies to be given preference in build- 
ing any extensions; for mergers to be allowed to 
create territorial monopolies, and share prices 
rose apparently in anticipation that they would 
have their way. 

Thus is caused a sensation when, inJune 1844, 


*! His father, Sir John Gladstone, a Liverpool cotton merchant, shipper and sugar plantation owner, played a major role in 
promoting the Liverpool and Manchester and Grand Junction Railways. “By 1843 John Gladstone held no less than £170,000 
in railway stock. He was a major shareholder in the Grand Junction, having £95,400 invested” (Checkland, 1971, p. 339). 
William Gladstone’s brother, Robertson, was a director of the Grand Junction, and was actively involved in its amalgamation 


with the Liverpool and Manchester (Checkland, 1971, p. 349). 
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Gladstone produced a Bill for the Regulation of 
Railways proposing that Parliament eventually 
consider taking power to give the State a direct 
control Although the Bill did not itself give the 
power of purchase, “Popular theory had it that 
the Bill gave to the Board of Trade “power to buy 
new railways”, and that all railways coming to 
Parliament for additional help were to come 
under the same liabilities as new railways” 
(Hyde, 1934, p. 170). The railway interest were 
taken aback, and the proposals provoked an im- 
mediate, nation-wide campaign of resistance. At 
first it was strongly countered by the Govern- 
ment on the grounds that public regulation was 
required to subdue the obvious evils of 
monopoly power. Even the Prime Minister, Sir 
Robert Peel, publicly defended Gladstone’s Bill 
by expressing in Parliament “... his firm belief 
that it was absolutely essential to the welfare of 
the country to adopt the measure before the 
House” (Francis, 1851, vol. 2, p. 115). But this ar- 
gument appeared to merely re-emphasize the 
profit potential which railways would possess if 
unchecked, and further fuelled public resis- 
tance. Share prices continued to rise, apparently 
confident in “... the not ill-founded feeling 
abroad that Gladstone was rushing parliament 
and the country” (Clapham, 1964, p. 410). 

It was, therefore, an occasion of great public 
rejoicing when in July 1844 the Government 
suddenly and unexpectedly gave way. 
Gladstone’s Bill had proposed that at the end of 
fifteen years if the rate of return on paid-up capi- 
tal equalled 10% or more the Government could 
revise fares, and also that the State would then 
decide whether to purchase railway companies 
for 25 times their rate of return on paid-up capi- 
tal to a maximum of 10%. If the rate of return 
was less than 10%, the purchase price was to be 
fixed by “arbitration”. The Bill had a profound 
impact on the public’s expectations of the re- 
turns likely from railways. As William Chaplin 
MP, Director of the South Western, told the 
House of Lords Select Committee on the Audit of 
Railway Accounts of 1849 (the Monteagle Com- 
mittee), “Mr Gladstone’s Bill, in which he made 
provisions consequent upon our arriving at 10 
per cent, made the public feel that more than 10 
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per cent was available: and that was the onset of 
this extraordinary speculation” (Monteagle, 
1849, p. 329). As Pollin says, “... the figure of 10 
per cent return, enshrined in an Act of Parlia- 
ment, became a symbol of the government’s 
view that railway property would appreciate to 
that amount” (1971, p. 36). Cleveland-Stevens 
explains why the public took this view: “It was 
unnecessary to make definite terms for the few 
companies earning 10 per cent. and over, and for 
no others. And further it was mischievously 
misleading, for as it stood the Act suggested that 
railway enterprise might be expected to be reap- 
ing 10 per cent. in twenty years’ time, and that 
smaller profits would be the exception, not the 
rule” (1915, pp. 110-11, emphasis added). 
When the Government gave way on Gladstone’s 
bill, “... the Press — with few honourable excep- 
tions — did everything in its power to fan the 
flames of speculation” (Lambert, 1934, p. 165). 
Whatever the motives, John Francis had little 
doubt about the effect: 


The press ... fostered the excitement. It saw a great 
power; it recognised a great good; and it welcomed it... 
Paragraphs and essays alike dilated on the powers and 
properties of rail, and the people were insensibly “led by 
the nose as asses are” (1851, vol. 2, p. 138, emphasis 
added). 


Why did the Government give way? During the 
first and second reading debates on his Bill 
Gladstone argued strongly for the principle of 
public regulation, and was “... uncompromis- 
ingly critical of the opposition and of the attitude 
of the companies” (Hyde, 1934, p. 177). Prior to 
the second reading, Peel and Gladstone had re- 
fused the request of a deputation of all leading 
railway directors ‘to postpone the purchase op- 
tion: “... the ministers remained adamant” (Lam- 
bert, 1934, p. 103). However, whereas at the 
second reading Gladstone had been “bold, un- 
compromising and severely critical of the rail- 
way interest”, at the third reading in July he was 
“yielding, complaisant, and weak” (Cleveland- 
Stevens, 1915, p. 116). The clauses dealing with 
the purchase option and price controls were 
gone. Now, he said, the arguments of the railway 
directors “... so convinced him that he consented 


454 


at once” (Hyde, 1934, p. 178). 

The supporters of Gladstone’s Bill were at a 
loss to understand why the Government gave 
way. Historians have also found it difficult to 
explain. Clapham concludes that “What hap- 
pened in the departments during the middle of 
July is not known. The bill got an easy second 
reading [186 in favour and 98 opposing], but its 
drastic clauses were transformed by Gladstone 
himself for the third” (1964, p. 420). He sur- 
mizes that “Either he or Peel had recognized that 
the railway opposition was too strong for them” 
(Clapham, 1964, p. 420). Hyde disagrees, at least 
as regards Gladstone. In his view, 


... it is unlikely that he surrendered tamely to the will of 
the railway interest. Gladstone was not a man to be in- 
timidated by the strength of any opposition... His later 
prouncements belie any generally-accepted theory that 
he was forced to agree to a revision of this Bill at the 
hands of the railway magnates (Hyde, 1934, p. 178). 


In early July Gladstone was ready for “a trial of 
strength” (Hyde, 1934, p. 177) and, with the 
railway interest in Parliament of perhaps 50-80 
MPs at most (Alderman, 1973), in the light of the 
second reading majority he appeared to have 
some grounds for confidence. In Hyde’s view it 
was Peel, not Gladstone, who “... began to feel 
anxious at the course events were taking. At so 
critical a moment in the life of his Ministry, an 
adverse vote might have had serious results” 
(1934, pp. 179-80). 

What had happened between the second read- 
ing on 8 July and 22 July to convince Peel that 
the Government would no longer receive major- 
ity support for the Railway Bill, or why it would 
lose more general support, is not explained. The 

‘campaign against the Bill had run unabated since 
the first announcement, and the “... popular re- 
sentment, not only against the Bill, but also 
against the men who had the framing of it”, was 
recognized by Gladstone on July 9th (Hyde, 
1934, p. 179). Certainly, the Government was 
under pressure on other issues, but nothing is 
known for certain about how Peel was reading 
these events because, on this “struggle”, 
Gladstone’s manuscripts are “scanty” (Hyde, 
1934, p. 179), and Peel’s contain nothing at all 
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(Clapham, 1964, p. 420). Furthermore, while a 
watering down or modification of the proposals 
might be explained on the grounds that “... 
Gladstone went further than the Prime Minister 
intended ...” (Cleveland-Stevens, 1915, p. 116); 
or that Gladstone “... had yet to convince Peel 
and the rest of the members of the Cabinet of the 
efficacy of the measure” (Hyde, 1934, p. 179); or 
that, even though Gladstone had circulated a 
memorandum to the Cabinet and collected their 
opinions, he went further than their support al- 
lowed, because “It was a personal rather than de- 
partmental measure” (Parris, 1965, p. 55—6); the 
fact that “... it was passed into law a mutilated 
fragment of the original proposal” cannot be so 
explained (Parris, 1965, p. 177, emphasis 
added ). Unless, that is, we are prepared to accept 
that Gladstone was so obsessed with appearing 
independent from the railway interest that he 
genuinely misunderstood the level of support 
available for his measures. No evidence has been 
provided to support this view, and prima facie it 
seems much more likely that, as Clapham says, 
“No doubt [Peel] had sanctioned Gladstone’s 
tactics without committing himself to the whole 
bill; and so far his honour was involved” (1964, 
p. 419). The question thus arises, to what extent 
was Peel an “honourable” man? 

Significantly from the point of view of the 
swindle hypothesis, both Cleveland-Stevens and 
Hyde ultimately rationalize Peel’s decision to 
back down as a consequence of his initial lack of 
commitment to the Bill! As Hyde points out, al- 
though Peel went around “... openly supporting 
Gladstone and the Bill ...”, he “... did his utmost to 
appease the alarmed directors ...”, and “made it 
known” that in his opinion Parliament would 
never sanction the purchase of the railways 
(1934, p. 180, emphasis added). Or, as Cleveland- 
Stevens puts it, although in the light of the second 
reading majority “It is a little difficult to under- 
stand the change ...”, he “solves the difficulty” by 
“... suggesting that while Gladstone was hurling 
defiance at the railway interest, Peel was con- 
ciliating them, and persuading them to vote for 
the second reading, on the understanding that 
the Bill should be modified subsequently” 
(1915, p. 116). However, if Peel intended to 
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“modify” (mutilate?) the Bill all along, why 
should he have wanted to put Gladstone in a pos- 
ition from which he would have to climb down, 
and leave him there to the last possible moment? 
No-one has so far offered an explanation. The 
swindle hypothesis suggests one. While we may 
never know for certain, from the point of view of 
the swindle hypothesis the Bill appears as pure 
Parliamentary “hype”, a political drama designed 
(perhaps with Gladstone’s active involvement) 
to convince the public that the railways would 
be a safe and profitable investment.** 

In September 1844 the “mania” was also given 
a boost when the Bank of England declared a 
minimum lending rate of 2.5%, and held it there 
below market rates, although why a profit-seek- 
ing organization should have done so has not 
been explained. Nevertheless, as Ward-Perkins 
says, “There is little doubt that this new active 
and expansionist line ensured that the era of 
cheap money was extended, and this developed 
in 1845 into an orgy of speculative activity” 
(1950, p. 76). 

From the point of view of the swindle hypo- 
thesis also to be explained is the cause, in 
December 1844, of “... the two Houses ... to sud- 
den|ly] change from one extreme of determined 
rejection or dilatory acquiescence, to the oppo- 
site extreme of unlimited concession, [thus giv- 
ing| a powerful stimulus to the spirit of specula- 
tion ... turn[ing] nearly the whole nation into 
gamblers”? (Francis, 1851, vol. 2, p. 163, inser- 
tions added). The “stimulus” was the unex- 
pected decision by Parliament, led by Peel, to re- 
ject the carefully constructed recommendations 
of the first Board of Trade inquiry on the merits 
of competing railway proposals by Lord 
Dalhousie, and their decision that in future all 
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railway business would be transacted by a Com- 
mittee of Parliament itself (Parris, 1965, pp. 87— 
8). Believing that he had the support of Peel 
(Parris, 1965, p. 85), Lord Dalhousie was less 
than amused, and he “... afterwards accused Peel 
of deliberate lack of support in carrying out the 
provisions of the Bill” (Hyde, 1934, p. 180, em- 
phasis added). The effect of the change in policy 
was that Parliament had, by opening the door to 
the proliferation of railway schemes, appeared 
to signal that almost any and all railways would 
be profitable. As Captain Laws, Managing Di- 
rector of the Lancashire and Yorkshire, told 
the Monteagle Committee, “... when Lord 
Dalhousie’s Reports were treated in the way that 
they were by Parliament ...; when we had submit- 
ted our plans to an impartial tribunal ...; when, in- 
stead of those reports being adopted, every at- 
torney who could get credit enough to make an 
advertisement in the country papers could bring 
out another scheme ...” (Monteagle, 1849, p. 
349). The Monteagle Committee itself con- 
cluded that “... many of the difficulties which at 
present exist, may be traced to the rash and ill- 
considered Legislature of 1845 and 1846, when 
the construction of no less than 7,238 additional 
miles of Railway were authorized ...”. In their 
view, “No course could have been pursued more 
calculated to excite a bold spirit of adventure and 
speculation” (1849, p. xviii). 

However, apart from very favourable econ- 
omic and political environments, from the point 
of view of the swindle hypothesis the distinctive 
feature of the origin of the railway “mania” was, 
as Francis puts it, that unlike others (e.g. the tulip 
frenzy of Holland; the South Sea Bubble) “... the 
railway was “a great fact”, and no one could de- 
monstrate that the most unlikely schemes 


22 Gladstone resigned from Peel’s cabinet in early 1845. His motives for resigning at this point have not been deeply probed 
by historians. Although a plausible reason was, as he told Sir Robert Peel, “... the involvement of his father and brother in 
railway promotion made railway business at the Board of Trade an embarrassment for him”, the reason he gave was far 
removed from “railway business”. Gladstone had been strongly and publicy anti“Catholic, and against giving Government 
grants to Catholic seminaries in Ireland. Now he changed his mind. Although his change of heart was reputedly the result of 
Peel’s influence, Gladstone apparently felt the mere fact he had changed his mind so impugned his “honour”, that he had to 
resign! Unexpectedly, his father wholly approved of his resignation (Checkland, 1971, pp. 350-51). 


25 See also the evidence of Samuel Laing, Chairman and Managing Director of the Brighton Railway Company, and past 
member of the Railway Board (Monteagle, 1849, qq. 3031, 3044). 
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would not pay... a fair commercial dividend...” 
(vol. 1, pp. 254-5, emphasis added). However, 
high dividends were promised and sustained, 
some observers thought, by the overstatement 
of profits which suddenly emerged. 


ACCOUNTING FOR RAILWAYS DURING THE 
SECOND “MANIA” 


3 
3? 


As we saw earlier, by the early 1840s the 
accounting practices of many companies were 
beginning to reflect their emerging steady states. 
This trend was abruptly reversed in the mid- 
1840s as the “mania” got underway. On the basis 
of his review of the railway accounts of the 
period, Pollins concludes that “[djuring the 
mania, and for a few years after it, accounting for 
depreciation seems to have been dropped by 
some companies, presumably in order that the 
revenue account should be relieved of charges 
so that dividend rates could more easily be main- 
tained” (1969, p. 153; see also pp. 159-60). 
From the viewpoint of the swindle hypothesis 
this sudden reversal of accounting policy could 
be interpreted as an attempt to lure the naive 
into investing in railways. However, whilst Pol- 
lins appears to support this view by describing it 
as a “deliberate overstatement” of current profits 
during the mania, his explanation is that direc- 
tors succumbed, in the absence of “a generally 
accepted body of accounting doctrine”, to the 
demands of investors for high dividends (1969, 
p. 160). Edwards concurs: “It is probably right to 
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view the abandonment of depreciation account- 
ing principally as a casualty of the demand for di- 
vidends ...”, and suggests as an additional “im- 
portant influence ... the absence of a consensus 
regarding the need to charge depreciation” 
(1986, p. 255). What evidence is there for 
these claims? Pollins provides no evidence at all. 
Edwards claims “There are numerous examples 
of railway shareholders vociferous in their 
demands for higher dividends ...”. However, the 
only evidence he provides is the example of Lon- 
don and North Western in 1841, and an editorial 
of The Times in 1866 on the “temptation” direc- 
tors faced to “make things look pleasant to their 
proprietors” (Edwards, 1986, p. 255). Neither of 
these pieces of evidence refers to the question at 
issue: did railway investors during the mania 
and for some years after demand that dividends 
be paid from attributable profit before deprecia- 
tion or, in other words, that dividends be paid 
from capital? 

The payment of dividends from capital during 
the “mania” was a central issue examined by the 
Monteagle Committee in early 1849. The con- 
sensus view was that this practice arose, not 
from shareholder-induced manipulation of the 
accounts, but investor ignorance of and/or ac- 
quiescence in the accounting manipulations of 
directors, at least until dividends began to fall in 
late 1847. For example, City Accountant William 
Quilter reported to the Committee, on the basis 
of his “own knowledge”, that railways -had paid 
dividends from capital (Monteagle, 1849, q. 
2233-4). In his view, the “... practical conse- 
quence is” that the purchaser who buys shares 


24 While Edwards suggests as further influences “the fact that railway companies were extremely capital intensive; prevailing 
tax regulations; and the fact that the balance at the credit of the “depreciation fund” was regarded, to some extent, as akin to 
disposable profit” (1986, p. 255), capital intensity and the disposability of depreciation provisions are presupposed by 
investors demanding higher dividends than would be justified by accrual-based profit. Hence, they are subsumed within the 
latter explanation. As for the possible influence of tax policy, which only allowed the deduction of actual expenditures on 
repairs and renewals from taxable income, Edwards’ argument is merely that this gave no positive “encouragement” to 
depreciation accounting (1986, p. 258). On the other hand, as the law did not require repairs and renewals accounting in 
the financial reports for tax relief to be available, it provided no discouragement either. While Edwards also surmises that “No 
doubt part of the problem was lack of expertise ...” (1986, p. 255), Pollins points out that while “It is possible that at first lack 
of experience may have been partly responsible for changes in the accounting treatment, for example, of depreciation ... later 
changes in accounting policy [i.e. dropping depreciation during the “mania”] cannot be explained in these terms” (1969, p. 
159, emphasis and insertion added). 


25 Although Quilter, in common with several other witnesses, is reluctant to name names, and discretely talks in the abstract 
present tense, in the context he is clearly describing the railway experience of the previous few years. 
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does so in ignorance of the true state of the 
Company’s affairs, and is led to give a higher 
price than the thing is worth, under the belief 
that the dividends declared come bona fide out 
of profits ... and by that means deceiving the pub- 
lic” (Monteagle, 1849, p. 215, emphases added ). 
As Mihill Slaughter of the Stock Exchange 
explained, a major reason why the public had 
been deceived was that “... in this country a very 
large class of investors are tradesmen who have 
accumulated profits, and invested them in Rail- 
way shares, persons who have a certain amount 
of intelligence, but only a certain amount ...” 
(Monteagle, 1849, p. 96). Thus, as ex-City ac- 
countant and Official Assignee of Bristol, 
Thomas Hutton, told the Committee, during the 
“mania”, when high dividends were paid and the 
middle classes invested, “... few persons take the 
trouble to inspect Railway statements; all they 
look to is the dividend that any particular railway 
pays” (Monteagle, 1849, p. 481).2° The Commit- 
tee accepted these views. It concluded that 
“Shareholders, in past years, have proved but 
too ready to acquiesce in any course of policy 
which produces a probable augmentation of 
Dividend” (Monteagle, 1849, Third Report, pp. 
x-xi, emphases added ). 

No support is, therefore, to be found in the 
Monteagle Committee reports or minutes of evi- 
dence for the view that during the “mania” it was 
investors who demanded high dividends, On the 
other hand, much can be found which suggests 
that during the “mania” it was directors who had 
chosen to pay dividends out of capital. Although 
it may be argued that, if they did so, directors 
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were anticipating latent investor power, the 
consensus view of the Monteagle Committee 
and its witnesses was that during the “mania” at 
least, railway directors were firmly in charge.”’ 
Although in most companies the auditors were 
required to be shareholders, they were almost 
invariably nominated by the directors. And al- 
though the Committee searched diligently for 
examples of shareholder auditors manipulating 
the accounts to pay dividends from capital, none 
were revealed. In any event, as John Herapath 
pointed out, “... the Auditors at present are prac- 
tically appointed by the Directors, not by the 
shareholders, and in every case they are on the 
side of the Directors” (Monteagle, 1849, p. 57). 
The Committee concluded that before the “con- 
siderable fall” in the value of railway shares, “... 
from the power and influence of the Directors, 
from the number of proxies at their disposal ... a 
contest with the directors is one in which pri- 
vate individuals are unable, or, reluctant to en- 
gage ...” (Monteagle, 1849, Third Report, p. xi).”° 
There was, they said, “... vested in the managers 
of Railways a power, if they chose to exercise it, 
of striking whatever balance they think fit, and of 
declaring whatever dividend suits their interest” 
(Monteagle, 1849, p. 472, emphasis added; see 
also: Herapath q. 638). However, while this evi- 
dence is consistent with the view that during the 
“mania” directors chose, without pressure from 
shareholders, to pay high dividends out of capi- 
tal, they may still have done so because there 
was no “consensus” that depreciation was 
“necessary”.”° 

It is not clear exactly what Edwards means 


26 Further evidence that the initial investors did not understand railway accounts is considered later, 


27 It is significant from the point of view of the swindle hypothesis that it was only after the “mania” that investor power 
emerged. As the Committee noted, “... increased vigilance and intelligence have been most usefully and creditably exercised 
by Shareholders, more especially in later times ...” (Monteagle, 1849, Third Report, pp. x—xi). Although the Committee 
implied that it was the same shareholders who had previously been ignorant and acquiescent, that later became intelligent 
and vigilant, we shall consider evidence suggesting that, after share prices fell, the shareholder consistuency changed. Out 
went a substantial proportion of the middle classes, Northern merchants and manufacturers, and in came the London wealthy. 


28 Although shareholders had the right under the Companies Clauses Consolidation Act 1845 to inspect the accounts, this was 
only for a limited period either side of the annual general meeting, and a refusal by the “bookkeeper”, on whom the duty was 
placed, led to only a £5 fine for each refusal. No penalty was imposed on the directors and, not surprisingly, witnesses to the 
Monteagle Committee reported instances where this effectual immunity was abused. 


2? Some might be tempted to suggest that railway directors were simply “experimenting” with accounting techniques. 
However, framing the question this way merely raises another: what was the hypothesis? 
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when he says that there was no consensus about 
the “need” to charge depreciation. He could 
mean the logical need if income was to be rep- 
resented correctly, according to the accruals 
model. Alternatively, he might mean the practi- 
cal need to set aside cash to finance current and 
future fixed asset expenditures. While it is true 
that opinions varied on how fixed assets should 
be financed, on the basis of the views of the Mon- 
teagle Committee and their witnesses, there was 
an Overwhelming consensus that a depreciation 
accrual was logically necessary to enable inves- 
tors to judge whether dividends were paid from 
capital, whether the charge was funded or not. 
As Edwards himself notes, although “Evidence 
presented to the Committee shows that the in- 
clusion of a depreciation charge was an excep- 
tional event ... there was also almost complete 
unanimity regarding the need for a “deprecia- 
tion fund” to avoid “killing the goose for the egg” 
... and for the charge to be debited to the revenue 
account: ... “not a fund set aside from the excess 
of revenue before you arrive at the balance” 
(1986, p. 255). Consider also the following 
statements to the Monteagle Committee: (i) by 
City Accountant Thomas Hutton that unless a 
company makes “... allowance for its deprecia- 
tion for wear and tear, it is utterly impossible to 
know whether the dividend which you are re- 
ceiving is the correct one or not” (1849, p. 480); 
Gi) or by the Committee to William Spackman: 
“Is not one of the first and the main objects to be 
attained, the striking of a true balance, out of 
which the dividend is to be declared?” Spackman 
agreed (1849, p. 118); Ciii) or by James Capel 
that it was “... necessary that the capital account 
should be kept separate from the ordinary in- 
come and expenditure account ... that you may 
know what dividend is to be paid upon, and that 
you may not be paying dividends out of capital” 
(1849, p. 77). These views are consistent with 
the earning power interpretation of accrual ac- 
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counting: income is a steady state estimate of 
long-run average net cash flow, i.e. dividends. As 
also are the qualifications by several witnesses of 
the usefulness of published accounts for valua- 
tion on the ground, as Charles Russell, Chairman 
of the Great Western, put it, “... because those ac- 
counts relate to actual expenditure or receipts 
of a past period, and do not pretend to furnish 
prospective estimates of what is to be expected 
or received ...” (Monteagle, 1849, p. 174, em- 
phasis added. See also, Wolfe, q. 2327; Chaplin, 
q. 2858). Central to the earning power view of 
accrual accounting is its conceptualisation as a 
steady state model, a base-line projection, which 
must be interpreted in the light of explicit ex- 
pectations. 

While there was a clear tendency, reflected in 
the system of standardized railway accounts 
proposed by the Monteagle Committee, to pre- 
fer depreciation funding (Edwards, 1986, pp. 
252, 256), this seems to be merely a reflection of 
the prevailing view after the mania that railway 
management should impose a self-denying ordi- 
nance on further expansion or diversification. 
The fact that depreciation funding is advocated 
in no way compromises a conceptual under- 
standing of its purpose.” Thus, although the 
Committee advocated “The creation of a Re- 
serve or Depreciation Fund ... as a matter of 
necessary precaution and prudence ...”, because 
“Without such fund there is a constant tempta- 
tion to misapply Capital ...”, the overriding pur- 
pose was to ensure “an adequate provision ... for 
the maintenance of Railways in a due state of effi- 
ciency ...” (Monteagle, 1849, Third Report, pp. 
ix—x).°' In the context of the Committee’s abid- 


‘ing concern with accounting income measure- 


ment, it seems unlikely that by “due state of effi- 
ciency” they are referring here solely to techni- 
cal efficiency. In that context it seems much 
more likely that the Committee had a financial 
capital maintenance concept in mind, within 


30 For example, Lardner, who clearly understood the conceptual purpose of depreciation, was an advocate of sinking funds 


on the ground that it was a “financial expedient” (1850, p. 65). 


%1 In fact, although the Committee advocated depreciation funding, their proposals did not strictly require this. They only 
required the disclosure of “The receipts and expenditures of such a fund, where it has been established...” (Monteagle, 1849, 


Third Report, p. x, emphasis added). 
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which a level of technical efficiency is a neces- tion 122). As Pollins says, even though this obvi- 
sary condition. ously left a“... great deal of latitude ... to the com- 
Edwards finds the conjunction of the aban- panies in the calculation of profit, with little 
donment of depreciation accounting during the power of control by auditors or the government, 
“mania” with its evident theoretical understand- /t]bis was realised at the time” (1969, p. 145, 
ing “curious”.>? However, from the point of view emphasis added).** For example, the Select 
of the swindle hypothesis it is simply explained Committee on Joint Stock Companies 
by the fact that depreciation was “exceptional” (“Gladstone’s Committee) 1841-4 had drawn 
during the “mania” so that directors could pay attention to the practice of “... declaring di- 
dividends from capital. On the basis of the evi- vidends out of capital, on a false representation 
dence provided by the Monteagle Committee of profit realised” (Francis, 1851, vol. 2, p. 130). 
there was a clear consensus that depreciation as However, unlike the Monteagle Committee (as 
an accrual was theoretically necessary”? we shall see in some detail later), Gladstone’s 
Neither the witnesses, nor the Committee give Committee did not believe it was possible to 
any indication that this was a recent insight. specify the content of the accounts to prevent 
They invariably thought, as the Committee put the distribution of capital (Panitpakdi, 1955, p. 
it, that an adequate provision was “obvious” 8). Instead, they enunciated the philosophy of 
(Monteagle, 1849, p. ix; e.g. Quilter, q. 2255). If “investor beware”. As Panitpakdi points out, in 
we assume that the views of the MonteagleCom- choosing not to specify the content of the ac- 
mittee and its witnesses had not suddenly counts “... it was realised that only a handful of 
materialized in 1849 (we have seen evidence shareholders in any company possessed the 
suggesting that the concept of depreciation necessary knowledge, experience, and interest 
was understood in the early 1840s), and to be able to appreciate the significance of a ba- 
that therefore depreciation was understood lance sheet ... [and that] ... [i]t was upon such 
during the “mania” to be a logically necessary men that the Committee ... relied to take the in- 
accrual, an “absolute debit”, it seems reason- itiative in bringing about the downfall of fraudu- 
able to conclude that it was deliberately lent or incompetent management” (1955, p. 8). 
abandoned. By implication, if these “men of business” were 
From the point of view of the swindle hypo- not forthcoming, the shareholders would be at 
thesis it also appears significant that only afew the mercy of the directors and promoters. 
years earlier, in 1845, The Companies Clauses From the point of view of the swindle hypo- 
Consolidation Act provided no detailed guid- thesis, one reason why the Government may not 
ance for the determination of legally distributa- have wished to restrict the manipulation of re- 
ble income, and specifically left the provision of ported profits is that this undoubtedly helped to 
depreciation to the directors’ discretion (Sec- fuel the second railway “mania”. As the Mon- 


32 He concludes that “The sharp contrast between theory and practice might be explained on the ground that none of the 
witnesses referred to above [Hutton, q. 3400; Quilter, qq. 2254-9; Easthope, qq. 2635-8; King, q. 2748; Slaughter, q. 1108}, 
except Easthope, were currently faced with the job of managing a railway” (Edwards, 1986, p. 256). Unfortunately, whereas Sir 
John Easthope was not then a railway director (“I was a Director and Chairman of a Railway for some years. J am not now” 
(Monteagie, 1849, p. 295), other witnesses who were railway directors strongly favoured depreciation accounting {Monteagle, 
1849: Bagshaw, qq. 2898-9; Laws, q. 2970). 


*3 The fact that the Committee, and several of its witnesses, went on to advocate replacement accounting (defined later) in 
practice, and that later this advice was widely followed, is examined later. 


34 On the powers of shareholders and auditors granted by the Company Clauses Consolidation Act 1845 the Monteagle 
Committee concluded: “... the largest powers are given, where they are least likely to be profitably exercised, and restrictions 
are applied where the fullest powers of investigation are indispensable” (Monteagle, 1849, Third Report, p. iii). 
Consequently, during the “mania” railway audits were variously described as, amongst other things, “a moonshine”, “the 
greatest farce possible”, “nominal”, “arithmetical rather than judical” and “a mere child’s play”. 
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teagle Committee made clear, if the Govern- 
ment had wanted to force railway companies to 
disclose particular items in their accounts or 
their accounting policies, or to have restricted 
their dividends to net profit based on a pre- 
scribed accrual accounting system, they could 
have done so. In the Committee’s opinion, “A 
most serious omission in the present Law is ad- 
mitted by almost all the Witnesses examined, to 
be the want of any prescribed system of 
Account” (Monteagle, 1849, Third Report, p.iii). 
While some witnesses saw the need for some 
flexibility, the Committee firmly concluded that 
it “... does not appear, according to persons of 
the greatest experience, that there would be 
much difficulty in providing or enforcing such a 
uniform system” (Monteagle, 1849, Third Re- 
port, p.vi), and they accepted the widely-held 
view that auditors would have “no great diffi- 
culty” in “separating Capital from Income” 
(Monteagle, 1849, Third Report, p. xv). As the 
Committee pointed out, without uniformity in 
published accounts, no serious investment 
analysis was possible: “The result is, that no 
adequate means are afforded to compare the 
financial affairs of any two Railways, or even to 
compare the Accounts of the same Railway from 
time to time ... [which] deprives capitalists, seek- 
ing investments, of all power of ascertaining the 
relative credit of the several Companies from a 
comparison of their Accounts ... [and] leaves the 
shareholders without any check upon the gov- 
erning body” (Monteagle, 1849, Third Report, 
p. v). However, from the point of view of 
the swindle hypothesis, this was precisely the 
intention! 

While Pollins may be correct that the aban- 
donment of depreciation accounting during the 
“mania” shows that the “... majority [of com- 
panies] were cavalier in their attitude to railway 
finance and accounts” (1969, p. 145), it is a mis- 
take to conclude, as accounting historians invar- 
iably have, that everybody was fooled. Many 
naive investors were undoubtedly fooled 
because accounting practices varied, and some 
contemporaries clearly found the accounts “in- 
tricately framed”. It may even be true that the 
“main body of railway shareholders were easily 
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deluded” (Edwards, 1985, p. 27). However, it 
does not follow, as Chatfield maintains, that all 
actual and potential “... stockholders were mis- 
led as to actual income, future earnings poten- 
tial, and managerial efficiency” (1977, p. 95). 
Lardner was clearly not fooled, pointing to the 
logical absurdity of the companies arguing that 
depreciation was not necessary for “movable 
capital” whose “... existence is perennial, and it is 
in a constant state of rejuvenescence” (1850, p. 
115), whilst not writing back the accumulated 
depreciation to distributable reserves. As he 
concluded, ironically, 


This point having been conclusively established, the 
companies very properly discontinued to set aside from 
revenue any fund for the future reproduction of stock; 
but they would have been justified in strict equity, in 
going further, and in taking back from the capital, and 
placing to the credit of revenue, all the sums which, in 
previous years, they had erroneously brought to the cre- 
dit of capital, to represent a deterioration which did not 
exist, and to pay for a future want which can never arise 
(Lardner, 1850, p. 115)! 


Furthermore, although Edwards claims that after 
“.. the massive decline in railway shares ... 
[g]reater disclosure followed in an attempt to 
allay panic ...” (1985, p. 34), in William 
Spackman’s view “The general effect was a resto- 
ration of confidence in particular lines; in others 
it was a confirmation of the previous bad opin- 
ions which the public had of them” (Monteagle, 
1849, p. 113). In other words, in the majority of 
cases they added very little to what was already 
known. Greater disclosure started in October 
1848 when the London and North Western vol- 
untarily published a more detailed set of ac- 
counts, which were taken by the other large 
companies as a model for disclosure. However, 
as Charles Russell of the Great Western put it, 
“The statement rendered at the time merely col- 
lected dispersed information, which any indi- 
vidual shareholder might have collected if he 
had been at the pains [and was] ... conversant 
with the accounts ...” (Monteagle, 1849, p. 
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176).” Prior to these disclosures sophisticated 
investors, particularly those with access to pro- 
fessional advice, would not have been wildly 
misled. The accounting practices and financial 
performance of the railway companies had been 
extensively discussed in the burgeoning railway 
press,*° and railway accounts often gave lengthy 
explanations and justifications of the practices 
they were using. Where they did not, the persis- 
tent and well-connected analyst could simply 
ask the directors (e.g. Herapath, q. 677; Chaplin, 
q. 2798). Also, as George Gray, Deputy Accoun- 
tant at the Bank of England, told the Monteagle 
Committee, there were now “... gentlemen who 
form an important professional class in London, 
now termed accountants ... reputed to under- 
stand accounts ...” (Monteagle, 1849, p. 209), 
who could be consulted, by those with access, on 
questions of principle and technical detail. 

For the knowledgeable expert, such as Mihill 
Slaughter of the Statistical Office of the Stock 
Exchange, the key problem in analysing railway 
accounts arising from their “want of uniformity”, 
was merely 


The practical inconvenience ... that you, as it were have 
to learn a fresh lesson every time you take up a balance- 
sheet of a different Company. They all have in common a 
capital and a revenue account, but the want of uniformity 
of arrangement is at first sight puzzling, and involves a 
waste of time (Monteagile, 1849, p. 95, emphases 
added). 


As share-broker Lewis Wolfe told the Commit- 
tee, although some railway accounts “... are 
clearer than others”, he had “... seen accounts 
analysed by individuals, making it beautifully 
clear, but, of course, very voluminous” (Mon- 
teagle, 1849, p. 222). That is, as he later made 
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clear, in his opinion “The great difficulty in exa- 
mining the accounts is the time required and the 
number of persons to be employed” (Monteagle, 
1849, p. 225). William Spackman had a similar 
view. He thought that although railway accounts 
“ differ in some respects ... they are all made up 
on one principle”, and in his opinion the major 
problem in interpreting them was simply that“... 
they differ as to the extent of detail to which they 
carry their accounts”. He clearly felt that this di- 
versity presented no insurmountable obstacle to 
meaningful analysis. He had been able “... on very 
many occasions [to] investigate the accounts of 
our different Railway Companies” (Monteagle, 
1849, p. 113). Mr Slaughter from the Stock Ex- 
change felt he could do the same for, although in 
common with other analysts he wanted many 
more disclosures, he would not accept the Com- 
mittee’s suggestion that even where a company 
changed its accounting practices during the year 
it would be “... difficult to compare the progress 
or retrogression of any Company in itself? I do 
not know that I should be justified in saying that” 
(Monteagle, 1849, p. 113). 

However, although these sophisticated ana- 
lysts thought they could usefully analyse railway 
accounts, none of them thought the initial inves- 
tors could. Mr Slaughter had been studying rail- 
way accounts for the London Stock Exchange for 
the previous three years for such important de- 
tails as whether depreciation was funded, and 
agreed with the Committee that “... ordinary 
shareholders of the class to whom you have 
alluded, common tradesmen and persons in 
humbler walks of life, might pass it over unob- 
served” (Monteagle, 1849, p. 102). William 
Quilter also agreed that, although he was “... able 
to unravel almost any accounts if they are true, ... 


3 Although the Committee appeared to believe that the increased disclosures had increased share prices, no clear evidence 
was found to support this, and most witnesses were sceptical. For example, in an early “market reaction study”, Charles 
Russell produced a table for five of Great Western’s securities comparing their prices 15, 10 and 5 days before and after the 
publication of their statement in the Times on 11th November 1848, with the prices on that day. As he concluded, “it 
produced some trifling effect in raising them upon the day of publication, but certainly not so much permanent effect as was 
expected at the time” (Monteagle, 1849, p. 177). The movement on the day he attributed to “share-jobbing”. Furthermore, 
as James Capel wisely pointed out, in interpreting the share price movement of the North Western, “... the altered condition 
of the money market ... must be taken into consideration as well ...” (Monteagle, 1849, p. 76). 


3 As Edwards says, “... there was a wealth of material available concerning the accounting practices of railway companies, in 
the numerous railway journals which began publication in the 1830s and 1840s” (1985, p. 39). 
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a mere merchant or tradesman ... would find 
great difficulty ... to ascertain at once the real 
results of Railway accounts, even supposing 
them to be truly kept” (Monteagle, 1849, p. 
221). It was not simply a question of intelli- 
gence. As John Herapath, editor of the most 
widely read railway newspaper pointed out, “... 
where things are split and divided, such a thing 
applied to capital, and such a portion to divi- 
dend, it requires a very experienced accoun- 
tant, and one well versed in railway matters, to 
judge the truth of such accounts.” Thus, he con- 
fessed, “IfI had not had long experience, I should 
not be able to detect the why and wherefore of 
those splittings and dividings” (Monteagle, 
1849, p. 58). However, he did, and this enabled 
him to recognize that “... in several of the ac- 
counts that I have seen ... there are certain things 
placed to capital that J know ought to go to re- 
venue” (Monteagle, 1849, p. 60, emphasis 
added). 

Thus, although there are grounds for believing 
that many of the initial investors in railways were 
fooled by the published accounts, it appears 
equally that well-informed experts were not. In 
any event, the London capitalists seem not to 
have been “misled” into actually buying railway 
shares. From 1823 through 1845 they clearly 
bought very few, and it appears that this trend 
continued through the “mania”. 


RAILWAY INVESTORS FROM 1845 


As the vast majority of the schemes brought 
forward in 1844 and 1845 were from the exist- 
ing large companies who appealed to their initial 
shareholders for more funds, it is reasonable to 
assume that, despite their bad experiences in 
1837, at least a similar proportion of the middle 
classes were now again prepared to subscribe to 
these issues. Unfortunately, nothing is currently 
knowable with certainty because, as Reed la- 
ments, although “The most obvious sources are 
the share registers of the various railways, which 
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companies were obliged to maintain under the 
terms of their Acts, and which had to be pro- 
duced and sealed at each general meeting ... 
most registers have been destroyed, presumably 
either in wartime or at nationalization, and the 
series of lists which would have permitted sys- 
tematic study of individual companies over a 
long period are no longer extant” (1975, pp. 
100-1). It is not clear whether these records 
were destroyed accidentally or, as the swindle 
hypothesis might suggest, by future class rep- 
resentatives in the name of discretion. Neverthe- 
less, Reed firmly concludes that because of both 
the “... evidence that railways drew a consider- 
able proportion of their funds from sources 
which had not previously participated in the for- 
mal capital market, until then based in London, 
[and] ... [t]he importance of other provincial 
centres in the railway boom of the 1840s, ... this 
tendency was continued” (1975, p. 262, em- 
phasis added). This is certainly the picture 
painted by contemporaries. As Francis pointed 
out, “... it hardly need be repeated that individu- 
als entered into these speculations whose means 
were ludicrously disproportioned to the respon- 
sibility ...” (1851, vol. 1, p. 179), and quotes the 
prophetic words of “a local journal” warning of 
the consequences that would follow from a col- 
lapse of railway share prices: “... the prospect be- 
comes ... serious when it is discovered in what 
feeble hands great masses of this speculation 
rest; in what manifold ways the mischief has de- 
scended through all classes of society; to how 
many persons a reverse will be utter ruin ...” 
(1851, vol. 1, p. 187). 

That the London capitalists were still not in- 
vesting significantly in railways is suggested by 
the fact that it was still “... found very difficult to 
procure really responsible names to the con- 
tracts” (Francis, 1851, vol. 1, p. 167). (Presuma- 
bly, the wealthier the investor, the more “re- 
sponsible” s/he is.) This appears to have been 
Francis’s view. As he puts it, although “In the heat 
of the moment ... our merchantocracy>’ ... 
joined the crowd ... the frenzy ... scarcely i.e. only 


37 By “merchantocracy” Francis appears to mean the merchants typified by those from Liverpool and Manchester. 
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just? | spared the few faithful in the city” (1851, 
vol. 1, p. 181, insertion added ). From the middle 
of 1845 their newspapers had warned them. 
often enough: “Many warnings were given, espe- 
cially in The Times newspaper, that a crisis was 
inevitable after the remarkable boom...” (Cleve- 
land—Stevens, 1915, p. 159), and was “... sup- 
ported by sober reasoning of The Economist ...” 
(Morier Evans, 1849, p. 13) which, in October 
1845 decided to double its size and include 
within its covers The Railway Monitor. In its 
first issue it warned that although the railways 
‘would “ultimately [be] one of the most advan- 
tageous investments”, initial subscription was 
not advisable. As it pointed out, under the cur- 
rent law the initial subscribers were Liable for 
calls even if they had sold their shares, if the ulti- 
mate purchaser was unable to meet them. As it 
wisely foresaw, “In future, ... if such cases occur, 
and especially if a time comes when they are 
numerous, we have reason to believe that direc- 
tors will be obliged to go back to the original 
shareholders ...” (The Economist, 18 October, 
1845, p. 1014). In the following issue it warned 
that the share prices of many railways were 
based “... not on the opinion as to the ultimate 
success of the undertaking, but rather ... the pub- 
lic appetite for speculation”, and contemplated 
the possible consequences of “a derangement of 
the share market” (The Economist, 25 October, 
1845, p. 1045). It felt able to reassure its readers 
that, apart from “... some inconvenience, by in- 
juring private credit, and raising fair doubt of the 
safety of some securities as an investment, and 
thus causing a large amount of capital for a time 
to be unemployed”, 


If we must have a period of speculation, we know of no 
way in which it could less prejudicially exhaust itself than 
in the ideal rise and fall of shares. Individuals may be 
ruined, and others may make fortunes, but the general ef- 
fect upon the trade and the available capital of the coun- 
try cannot be very important or permanent (The 
Economist, 1845, p. 1046). 


Such reasonings were unlikely to encourage the 
wealthy to invest in railways in 1845. Thus, we 
have to be generous in our interpretation of 
Evans’ much quoted view that “The local charac- 
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ter of the railways seems to have been dominant 
until about [!] 1844 [and] ... the listing of shares 
on the London Stock Exchange and the entry of 
the London capitalists into this field of enter- 
prise” (1936, p.10, emphasis added). As Evans 
says, the London capitalists did “enter” into this 
field of enterprise, but apparently not as initial 
subscribers. From a strictly logical point of view, 
it must be the case that ¿f the London Capitalists 
did not enter via the new issue market, they 
must have moved in via the secondary market. 
(Evidence consistent with the latter is presented 
later.) If so, to maximize their returns would re- 
quire careful timing to ensure that railway sec- 
urities were secured at the lowest possible price. 
And if prices seemed too high, there were many 
things the Government and other interested par- 
ties could do to encourage lower ones. One im- 
portant factor would be whether companies 
would still have access to emergency debt fi- 
nance. 


RESTRICTIONS ON DEBT FINANCE 


The Government was well aware that many 
companies had only been able to finance the 
completion of the first expansion of railways by 
raising substantially more debt than their sta- 
tutes allowed (typically a third of their total cap- 
ital). If such practices were curtailed and capital 
overruns occurred again, many companies 
would be forced to make heavy calls on their 
shareholders to enable them to complete their 
investment programmes. With railway share- 
holders under pressure, share prices would be as 
well. 

The Government knew that “... by the end of 
1842 the amount of loan capital raised was quite 
clearly beyond the legal powers of the com- 
panies”, and that “Much of the increase was due 
to the issue of various forms of temporary loans, 
such as loan notes, [their] ... issue was not 
checked by the government until 1845” (Hawke 
& Reed, 1969, p. 282). Loan notes were simply 
unsecured promissory notes carrying a fixed 
rate of interest for which the directors were per- 
sonally responsible. Many were given conver- 
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sion options, and were actively traded. 
Although strictly loan notes were ultra vires, 
most felt that in issuing them “... the law 
prohibiting railways from borrowing more 
than one-third of their share capital on 
mortgages or bonds was evaded although not 
violated” (Wang, 1918, p. 83). Loan notes had at- 
tracted little criticism and, as Wang says, al- 
though “... efforts were made, during the forties, 
to urge Parliament to abolish, or at least broaden 
the limit ... [njothing was done to remedy the 
situation. The law was neither modified nor en- 
forced. Like many other stringent laws, it was 
consistently disregarded” (Wang, 1918, p. 84). 
Thus, it was quite unexpected when the Select 
Committee on Railways in 1844 proposed mak- 
ing the issue of loan notes a criminal offence 
carrying a mandatory fine equal to the value of 
the notes, particularly when the Government 
law officers had suggested that public awareness 
that these notes were ultra vires would “... suffi- 
ciently operate as a check ...” (Parris, 1965, 
p. 15)! As Wang puts it, “The worst effect was that 
the public did not understand clearly that such 
‘loan notes were illegal, and were astonished 
when it was declared by the select committee of 
the House of Commons, 1844, that these notes 
were “absolutely invalid”, and that the lenders 
had no means whatever of enforcing the repay- 
ment of their money” (1918, p. 84). However, 
the committee also accepted that “... because of 
the publicity given to railway accounts the “sub- 
stantial validity” of loan notes was greater than 
that of almost any other description of security” 
(Reed, 1975, p. 234). Thus, as “The contracts 
were entered into without a distinct knowledge 
of the illegality” (Wang, 1918, p. 85), the com- 
mittee agreed that existing notes should be en- 
forceable. 

Why loan notes should have previously been 
tolerated, and now made criminally illegal has 
not been explained. However, from the view- 
point of the swindle hypothesis it appears signifi- 
cant that loan notes were a very successful form 
of emergency finance which had relieved share- 
holders from the necessity of financing ex- 


38 Hudson’s remarkable career is briefly considered later. 
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penditure overruns and, without a specific 
check, might do so again. Although existing 
notes were allowed to be reissued for up to five 
years, this would be of little help in financing 
forthcoming levels of capital expenditure. 
Because of this restriction, the aggregate railway 
gearing ratio (loans and debentures divided by 
total paid-in capital) fell sharply from 1844, just 
as capital expenditure levels began to rise 
sharply (Hawke & Reed, 1969, Fig. 2). 

Suspicion of malicious intent by the London 
wealthy towards railways shareholders is also 
aroused by the fact that, although the Bank of 
England had purchased substantial amounts of 
railway debentures from 1842, the debt crisis 
facing the railways was intensified in 1846 when 
it decided that it would purchase no more (Mor- 
gan, 1940, p. 337). After the crisis was over, the 
Bank of England again resumed purchasing rail- 
way debentures (Reed, 1975, pp. 242-3). The 
financial logic underlying this investment 
strategy has also not been explained. 

From the viewpoint of the swindle hypothesis 
these restrictions could be interpreted as a con- 
certed attempt to ensure that access to 
emergency finance was blocked. Although in the 
early phase of the “mania” the restrictions did 
not appear to act as a disincentive to equity in- 
vestment, to the initiated they ought to have 
meant that if the railways got into further 
financial difficulty, heavy calls would be made 
on ordinary shareholders, with potentially disas- 
trous consequences. 


BUSTING THE BOOM 


Perhaps one reason why the “City faithful” in- 
vested so little in railways during the second 
“mania” was that they were aware of, and took 
seriously, the forecasts of George Hudson, “The 
Railway King”,°® who told Gladstone’s Select 
Committee in March 1844 that “He fully antici- 
pated that the boom now beginning would end 


THE “RAILWAY MANIA” OF 1845 


in disillusionment”. 
“I think there will be a reaction in the course of two or 
three years,” [and] declared prophetically, “that the an- 
ticipations of speculators will be disappointed, and ... 
there will be a reaction as violent as the other, even sup- 
posing the money market continues in its present state” 
(Lambert, 1934, p. 99, emphasis added). 


By his final remarks Hudson seems to be suggest- 
ing that “disappointment” was contingent on the 
“state of the money market.” The “City faithful” 
would have been well aware that this could be 
manipulated. The vulnerability of railway 
shareholders to the state of the money market 
was revealed in October 1845 when, apparently 
in response to an expected loss of bullion from 
an increase in the cost of cotton imports caused 
by a poor American crop, the Bank of England 
raised the rate of interest: 


The news passed from the capital to every province in the 
empire, that there was a panic in the share market. From 
London to Liverpool and from Liverpool to Edinburgh 
the intelligence spread. Money was scarce; the price of 
stock and scrip lowered; the confidence of the people 
was broken, and the vision of a dark future on every face 
(Francis, 1851, vol. 2, p. 191). 


It was widely rumoured that “... acting upon 
some sinister hint of the Government, the direc- 
tors [of the Bank of England] might have been in- 
duced to make money scarcer by the adoption of 
a higher rate of interest ... with a view to check- 
ing the hitherto uncurbed violence of the mania” 
(Morier Evans, 1849, p.17). As the Leeds corres- 
pondent of The Economist put it, the impact of 
the “recent measures of the Bank of England” on 
share prices was “... not so much ... its tendency 
to make money immediately dearer, as ... its in- 
ducing distrust and shaking confidence in the fu- 
ture stability of our monetary relations ...” (25 
October, p. 1049, emphasis added ); presumably 
with London. Two weeks later The Economist 
farsightedly warned its readers that insofar as “... 
the present crisis ... is to be referred to an in- 
creased value of money, or as far as it may be 
continued by a further advance in the rate of in- 
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terest, we can hold out little hope of an early 
change” (8 November 1845, p. 1109). For those 
who held the “best class” of security as perma- 
nent investments in completed lines, it recom- 
mended a passive strategy to minimize transac- 
tions costs. For others it advised abstention: “It is 
a good rule to observe, to do nothing where 
there is not a clear and evident object to be 
gained by acting; and this is more true at a time 
of unusual excitement or depression” (The 
Economist, 22 November 1845, p. 1173). 

Although the increase in interest rates in Oc- 
tober was not large, a country-wide credit 
squeeze followed because, in practice, the Bank 
charged up to double the minimum rate, and had 
begun to actively “... discriminat[e] against unde- 
sirable types of paper ...” (Morgan, 1940, p. 337). 
However, the London discount market re- 
mained unaffected. Only a very small number of 
trade bills were acceptable on the London dis- 
count market, and almost no inland bills, which 
were discounted by the joint-stock and private 
banks. Thus, when the reserves of these banks 
fell sharply from 1845 under the pressure of rail- 
way calls, with no access to the London money 
markets they were obliged to reduce their ad- 
vances to industrialists and endorse fewer bills.” 
Also, these banks would have been more reluc- 
tant, either to lend to railway shareholders so 
that they could meet their calls, particularly as 
the shareholders could no longer be guaranteed 
an income to service a loan, or to lend to the rail- 
way companies, in which they were often in- 
volved as both substantial short-term financiers 
and shareholders (Reed, 1975, chapter X). As 
Ward-Perkins says, “... the meetings of railway 
calls must have embarrassed many individuals, 
involving sums of £100 million and over in the 
years 1846-8” (1950, p. 86). In these cir- 
cumstances, it is hard to disagree with Morgan’s 
conclusion that share prices were forced down 
from the end of 1845 by 


The system by which shares were subscribed for and only 


3 Calls up to February 1846 were for preliminary expenses and, most importantly, the now reinstated 10% deposit (Morgan, 
1940, p.332), which alone amounted to £12m. As this money had to be deposited with the Bank of England it was effectively 
out of circulation until the bill was passed and the railway company either deposited it in a bank or spent it. 
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in small part paid up, leaving the holder with large 
liabilities in the more or less remote future, but offering 
the chance of immediate profit should the market price 
of the shares go up, was such as to greatly tempt the smail 
investor to take up more commitments than he could af- 
ford. Both to avoid further calls, and to meet such calls on 
the shares he retained, the investor would be driven to 
sell at a loss. This was recognised as a cause of the weak- 
‘ness of the railway share market for so long after the 
breaking of the boom in October 1845. If we assume, as 
is only reasonable, that this new and hazardous venture 
attracted a different type of investor from the one who 
supported the market for Government securities, we 
have an adequate explanation also of the firmness of this 
market at the same time (1940, p. 334, emphasis added). 


Although the credit crisis had clearly weakened 
public enthusiasm for railways, it had not yet 
broken it, and late in January 1846 Sir Robert 
Peel, anxious to pass as many railway bills as 
quickly as possible, proposed a Select Commit- 
tee to find ways of expediting the large volume 
of schemes which had been deposited.” By 17 
February the Committee had produced its third 
report. It recommended rationalizing Par- 
liamentary procedures and waiving the neces- 
sity of providing evidence of sufficient traffic, 
and “... hoped, by adopting these recommenda- 
tions in the form of resolutions of the House, and 
by intensive work ... that the railway business of 
the session might be completed” (Lewin, 1936, 
p. 117). In 1846 Parliament completed a record 
amount of railway business. Historians have not 
explained this sudden enthusiasm for maximiz- 
ing the flow of bills through the House. The 
swindle hypothesis suggests one reason: it was 
in the interests of the London wealthy that the 
maximum number of subscriptions be made 
before the boom was busted. 

From April 1846 evidence that the railways 
were again overspending their capital estimates 
was beginning to emerge (Lewin, 1936, p. 119), 
and railway share prices drifted lower as the cre- 
dit shortage and pressure on railway investors 
continued. However, in early 1847 as railway 
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spending mounted, this in itself helped to ease 
credit, and “... contributed for a short while to 
the general boom condition at the beginning of 
1847 ...” (Morgan, 1940, p. 339). From May to 
July 1847 railway share prices staged their first 
sustained rally since the peak of June 1845, and 
“... in the early part of the year [there were]... no 
less than 329 petitions for Acts” (Lewin, 1936, p. 
283 ). This was to be the final show of public faith 
in investment in railways, and it is a remarkable 
testimony to its resilience that it occurred in the 
face ofa rise in minimum bank rate to 5% in April 
1847, and now “severe rationing” of the bills 
which the Bank of England would accept (Ward- 
Perkins, 1950, p. 78). These measures again ap- 
peared to be imposed on the Bank to avoid an an- 
ticipated loss of bullion stemming from another 
poor cotton crop in 1846 which, with stocks 
now low, would hit textile exports. In addition, 
1846 had seen a relatively poor wheat harvest in 
all of Western Europe. Extra imports of wheat 
were anticipated to relieve the Irish potato 
famine, at abnormally high prices. 

However, although during the first three 
months of 1847 the Bank lost nearly a third of its 
bullion reserves (down to £9.3m from £13.4m), 
the external drain quickly moderated of its own 
accord as good harvest prospects emerged in 
Western Europe, and large supplies of cheap 
corn from North America unexpectedly became 
available. The loss of cotton exports was, of 
course, substantially matched by the drop in im- 
ports of cotton staple, and the good harvests 
meant that less wheat would need to be im- 
ported. Furthermore, the drain of bullion to 
North America, apart from being less than antici- 
pated, would be temporary, for it would un- 
doubtedly quickly return as U.K. exports of man- 
ufactured goods to America increased.” 

Thus, although the Bank of England’s bullion 
reserves were temporarily depleted, no serious 
crisis emerged, and at no time did the Bank of 
England’s bullion reserve fall below £8m, al- 


4° On 26 January 1846 Sir Robert Peel told the House that 815 schemes had been deposited proposing to construct 20,675 
miles at an estimated capital cost of £350m (Lewin, 1936, p. 116). 


í! The United States was the single biggest market for U.K. exports, in 1836 taking a quarter of the total (Mathias, 1985, p. 


268). 
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though it had been as low as £2m in the cur- 
rency crisis of 1839 (Ward-Perkins, 1950, p. 80). 
By July 1847 the bullion crisis was over, and rail- 
way share prices had risen for the third month in 
succession, perhaps in anticipation of a cut in in- 
terest rates and a further easing of credit. As 
Lewin says, “... so little was the impending 


financial crisis foreseen in the early part of that 


year ... that ... Acts ... involving new capital pow- 
ers to the extent of £124,000,000, were pre- 
sented to Parliament for consideration in the 
1847 session” (1936, p. 283). It was quite unex- 
pected, therefore, when on the 5 August the 
Bank of England raised minimum bank rate to 
5.5%, sharply intensifying the internal credit 
crisis and the difficulty with which railway 
shareholders could meet their calls. The cause 
was the apparently mysterious Commercial 
Crisis of 1847. 


THE COMMERCIAL CRISIS OF 1847 


The ostensible reason for the Bank raising 
interest rates yet again was the loss of banking 
reserves. This time it was to relieve the financial 
embarrassment of corn speculators who had 
purchased large amounts of corn futures in an- 
ticipation of a shortage, whereas prices had fal- 
len sharply when large amounts of cheap Ameri- 
can grain unexpectedly became available. When 
these contracts began to unwind in the face of 
low corn prices, both the speculators and their 
financiers turned to the Bank of England for cre- 
dit. Although it was prepared to make advances 
to help the speculators in distress, perversely it 
only did so at the price of intensifying the crisis 
for everyone else. 

During September 1847 the Bank talked of 
“dwindling” internal reserves and again raised 
interest rates, to 6% (in practice charging up to 
9% ). It was “rumoured” that the Banking Depart- 
ment’s reserve of Bank Notes was becoming 
exhausted. In anticipation of further rises in in- 
terest rates, there was a scramble for liquidity, 
and Punch saw “... no alternative but resorting to 
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an exchange of commodities, since transactions 
for cash have become almost impossible” (9 Oc- 
tober, 1847). With the credit crisis threatening 
to disrupt the economy, on 25 October the 
Government at last decided that the Bank of 
England could continue to act as lender of last 
resort, but only if minimum bank rate was raised 
to a record 9%, and in practice the bank charged 
up to 15%! As Punch put it, “The effect was mag- 
ical” (9 October, 1847). The “liquidity crisis” 
disappeared for those who could pay the higher 
rates, but for many railway shareholders the 
crisis was thereby further intensified. The rail- 
ways “... experienc[ed] more and more difficulty 
in obtaining capital to complete ... and sharehol- 
ders [found] ... calls more and more difficult to 
meet” (Ward-Perkins, 1950, pp. 77—78). Share 
prices fell to pre-“mania” levels and, adding to 
the downward pressure, at’ the half-yearly 
shareholder meetings, which took place during 
August and September of 1847, the directors of 
many companies suddenly decided to warn in- 
vestors that although “... dividends had been 
maintained ... this would be impossible for a 
period in the near future, owing to so much cap- 
ital expenditure on extensions etc., being un- 
fruitful until traffic had had time to develop” 
(Lewin, 1936, p. 286). 

Although the changed outlook for dividends 
was to have a continuing impact on railway share 
prices, suggesting that many investors had been 
misled by the systematic overstatement of re- 
ported profits, the actions of the Bank had 
clearly played the decisive role in breaking the 
“mania”. Thus, as Lewin says, although “It has 
been held in some quarters that the “railway 
mania” was responsible for the disastrous 
financial crisis which undoubtedly occurred to- 
wards the end of the year 1847 ... [i]t would be 
giving a truer estimate to state that the progress 
of railway promotion and construction in this 
country was checked, and brought for the time 
being nearly to a standstill, by events quite un- 
connected with the railway industry ...” (1936, 
p. 282).** Thus, although the common view is, as 


42 This was also Marx’s view: “The actual reduction in available money capital through crop failures, corn imports, and gold 
exports constituted, naturally, an event that had nothing to do with the railway swindle” (1981, p. 486). 


468 


Lewin puts it, that the commercial crisis just “... 
happened to occur at a crucial period of the de- 
velopment of the railway system” (1936, p. 
282), no convincing explanation of its origin has 
yet been given. 

Both Houses of Parliament held Committees 
of Inquiry into the causes of the crisis. By popu- 
lar demand, the Bank of England was in the dock. 
However, a majority of the House of Commons 
acquitted it of any blame, which “... was laid 
primarily on the deficient harvests as being 
responsible for derangement of the balance of 
payments ...” (Ward-Perkins, 1950, p. 79). How- 
ever, we have seen that any external crisis was 
over by July 1847, and Ward-Perkins describes 
their report as “... singularly uncritical and unil- 
luminating ... little but a “whitewashing” docu- 
ment ...” (1950, p. 79). However, in the secret re- 
port of the House of Lords,** which Ward-Per- 
kins describes as “... much more impressive”, “... 
the distinction between external and internal 
drains of currency was stressed, and the need for 
a different central banking policy to be adopted 
in either case” (1950, p. 79). In other words, it 
recognized the obvious fact that high interest 
rates are appropriate to maintain the exchange 
rate, but not to cure an internal credit crisis. 
Thus, in evidence to the Committee the well- 
known Political Economist, Thomas Tooke, 
complained that the Bank had “... appl[ied] a cre- 
dit stringency even when the [Foreign] Ex- 
changes were favourable, when in fact what was 
wanted was a conditional and judicious support 
of the market” (Ward-Perkins, 1950, p. 81). 
Marx agreed. As he pointed out, “... for every £5 
that flows abroad ...,a &5 note is withdrawn from 
circulation at home, so that the amount of means 
of circulation is reduced at the very moment 
when it is most required, and with the greatest 
urgency at that”. As Marx put it, the 1844 Act 


.. directly provokes the entire world of commerce into 
meeting the outbreak ofa crisis by putting aside a reserve 
stock of banknotes, thereby accelerating and intensifying 
the crisis. And by this artificial intensification of the 
demand for monetary accommodation ... at the same time 
as the supply is declining, ... it drives up the interest rate 


43 The evidence taken was not made public until 1857. 
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in crisis times up to a previously unheard of level (1981, 
p. 689). 


Although Tooke suggested that the separation of 
the responsibilities of the banking department 
from the issue department by the Bank Charter 
Act of 1844 had “forced” the Bank into an unjus- 
tified credit squeeze to protect its banking re- 
serves, figures from Morgan (1940, Table V) 
show that fears that these were becoming 
exhausted were exaggerated because, although 
they fell from £6m to £4m by the second quar- 
ter of 1847, they actually increased during the 
third quarter to £4.3m, and only fell back to 
£4.1m in the final quarter. By contrast, in the ap- 
parently less severe crisis of 1841, banking re- 
serves had fallen to a low of £1.2m in the third 
quarter of that year. Even the Bank’s supporters 
accepted that “... something had gone seriously 
wrong ...” (Ward-Perkins, 1950, p. 80). Although 
there was a great deal of technical discussion of 
banking procedures, no changes of policy were 
made and few were advocated. For Marx the 
causes of the crisis were clear. Taking Over- 
stone’s evidence to the Committees of Inquiry 
again as his foil, he concludes: 


What Overstone is trying to prove is that the crisis of 
1847, and the high rate of interest that accompanied it, 
had nothing to do with the “quantity of money” present, 
i.e. with the provisions of the 1844 Bank Act which he 
had inspired; although it actually did have something to 
do with it, as soon as fear of exhaustion of the Bank’s re- 
serve (and this was a creation of Overstone’s) added 
monetary panic to the 1847-8 crisis (Marx, 1981, p. 
550). 


Although Ward-Perkins finds neither technical 
nor circumstantial explanations satisfactory, and 
accepts that it was the Bank of England’s policy 
which caused the crisis, he explains this as the 
product of its ignorance and lack of power. In his 
view “It would take two more crises before ... the 
Bank had gained the necessary experience and 
authority to control the situation” (Ward-Per- 
kins, 1950, p. 90). This explanation is unsatisfac- 
tory, however, because although the Bank Char- 
ter Act forbade the Bank of England from in- 
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creasing the fiduciary issue, the discretionary 
power for a committee of three ministers to do 
so was incorporated in the original draft propos- 
als, implying the potential need was well-under- 
stood on the basis of previous experience, and 
the actual need in 1847 was clear enough. From 
the viewpoint of the swindle hypothesis it is pos- 
sible to speculate that by removing any dis- 
cretionary power Sir Robert Peel ensured that 
the decision to suspend the Act could only come 
after a severe crisis had ensued. 

From the point of view of the swindle hypo- 
thesis it is also curious that, although from the 
middle of 1844 to the end of 1846 the Govern- 
ment had reserved powers in the Companies 
Clauses Consolidation Act of 1845 to establish 
Standing Orders to curb the issue of securities 
which could involve the payment of dividends 
from capital, it only decided to use them in 1847 
to curb “excessive speculation”! As Wang puts it, 
“Before 1847 considerable laxity ... prevailed in 
the manner of framing the provisions governing 
the raising of capital” (p. 17). After 1847 explicit 
restrictions were placed on the issue of prefer- 
ence and guaranteed shares, which had grown as 
an attractive form of emergency financing from 
the late 1830s, and which leapt ahead as capital 
expenditures mounted and. the restrictions on 
loan and guaranteed equity financing began to 
bite. Evans shows that between 1837 and 1845 
the railways had issued some &10.5m of prefer- 
ence shares, whereas in 1846 alone they issued a 
further £10.3m (1936, Table VII). As he points 
out, it was only in July 1847 that, by establishing 
Standing Orders, “the House of Commons again 
took steps to curb speculation in the railway in- 
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dustry ... New roads and branch lines for old rail- 
ways were absorbing too much of the market’s 
capital ... The industry’s pace was too rapid”. 
Although it had known about these devices all 
along, it was only now, as Evans puts it, that 
while 
Parliament did not object to the sale of ordinary shares 
when the purchasers were willing to wait for a return 
until the project should be able to pay dividends from 
earnings ... it was opposed to the use of such stimulants 
as the payment of interest or dividends on ordinary or 
preference shares out of capital, the guarantee of a pre- 
ference dividend by a road whose original line was not 
open for traffic ... and the guarantee of dividends on the 
shares of one railway by another which was not com- 


pletely open ... Excessive speculation was to be curbed ... 
(1936, p. 102, emphases added). 


And it was. The railway promotion boom was 
over. From 1848 no new major schemes were 
launched. 


WINNERS AND LOSERS 


Although minimum bank rate came down al- 
most as quickly as it went up, railway share 
prices continued to fall to reach their lowest 
point in October 1849 as dividends fell, heavy 
calls continued, and great publicity was given to 
the fact that many railway companies had been 
“paying dividends from capital”. Share prices 
decline because sellers exceed buyers. It is clear 
that much of the selling of railway shares after 
1845 was distress selling by the middle classes. 
As Francis noted “It is the conviction of those 
who are best informed that no other panic was 
ever so fatal to the middle class” (1851, vol. 2, p. 
195). This was certainly The Economist's view: 


44 However, it appears the panic was not fatal to all initial investors. The far-seeing would want to sell out as near to the peak 
as they could. One of them appears to have been Sir John Gladstone who, in 1845 “... began to fear a general collapse, for he 
was fully aware that when those who had subscribed for railway shares were cequired to meet the calls for cash, the money 
market would suddenly go very tight”. With share prices at their peak, in the Autumn of 1845 he began to sell his railway 
shares. Although Checkland says that “He made some reduction in his holdings of railway shares but it was impossible to 
liquidate so large a set of investments ...” (Checkland, 1971, p. 341, emphasis added), that is, presumably, to sell them all, 
Sir John must have sold at least 46%. In October 1843 he held a share portfolio with a total market value of £213,150, of which 
£169,700 was in railways. In November 1848 his share portfolio had a total market value of £78,854. The raitway share index 
was 95.4 in October 1843 and 87.8 in November 1848 ([£169,700 x 87.8 + 95.4 — £78,854] + £169,700 = 0.46). Thus, the 
collapse of railway share prices was certainly not fatal to Sir John Gladstone. Between October 1843 and November 1848 the 
net realizable value of his total wealth increased from £690,300 to £745,679, even though he paid annual allowances to his sons 
of £11,000 per annum from 1844, which reduced “his power to accumulate”, and had been required to sell his sugar 
plantations and sustain a capital loss of some £125,000 to £150,000 (Checkland, 1971, p. 339; Appendix II.1, pp. 414-15). 
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“.. great numbers of traders of all classes, who 
have not only gone out of their own business, 
but much out of their depth in their haste to be 
rich ...” (21 October 1848, p. 1187). Although 
from “all classes”, these “traders” were clearly 
not the “rich”. As Ward-Perkins puts it, “... the bit- 
ter experience gained meant that the general 
public was never again so completely gulled as 
it had been in 1845” (1950, p. 85, emphases 
added). 

‘From a strictly logical point of view, as it was 
the relatively less rich investors who were in dif- 
ficulty, and who were therefore sellers, the 
buyers must have been the London wealthy. 
That by 1849 there had been a major change in 
the nature of railway shareholders is clear from 
the following exchange between The Monteagle 
Committee and John Swift, Solicitor to the Lon- 
don and North Western: “Do you think ... that the 
parties who have invested in Railway securities 
are now more of a permanent nature, and less of 
a speculative nature, than they were at the outset 
of the undertaking? Certainly ...” (1849, p. 244). 
Although there is other evidence suggesting a 
large-scale transfer of shares to the London weal- 
thy in the latter part of the 1840s, exactly when 
they made their permanent investments in rail- 
way shares is unclear. 

Evidence that London stockbrokers were 
beginning to push railway shares in early 1847 is 
provided by a pamphlet published by John 
Whitehead. He was uncompromising in his be- 
lief that, because of the artificially high interest 
rates, railway shares were bargain purchases: 


A more favourable time than the present for the consider- 
ation of the question thus brought prominently under 
notice, could not have occurred; every description of 
security at the investor’s command being, through the 
existing monetary pressure, at a price beyond precedent. 
This state of things cannot continue; the pressure once 
passed, and abundance, if not plethora, occupying its 
place, a considerable enhancement in the value ofall Rail- 
way Stocks must follow ... [pp. 4-5]. It is for those who 
have the means, to avail themselves of the golden oppor- 
tunity now offered. Procrastination will only lead to re- 
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gret ... Prices may, before matters right themselves, go 
even lower than they are at present, but the investment 
once made in a judiciously chosen line, regret ought not 
to ensue (Whitehead, 1847, p. 6). 


While John Whitehead was mainly concerned 
with selling “Guaranteed Stocks”, on the ground 
that they offered much higher returns (he 
suggests over 25% more, see p. 8) for a risk equi- 
valent to that underlying the return from con- 
sols, he also clearly thought ordinary shares 
were undervalued: 


That almost every railway which, to the present time, has 
received the sanction of the Legislature, will sooner or 
later prove to be a fair and remunerative property, there 
can be little doubt. Many possess, of course, very superior 
merits over others, and I feel persuaded that, with care 
and selection, purchases made in the present state of the 
money market, would ultimately turn out very well ... 
[T] be non-guaranteed... offer... ample scope for favour- 
able observation ... (Whitehead, 1847, p. 5, emphasis 
added). . 


Also, as he pointed out, an important part of the 
attraction of many of the guaranteed stocks was 
the expectation of participation in “surplus pro- 
fits”: 


There are two classes of Guaranteed stocks, the one par- 
taking of a fixed unalterable dividend, or per centage; the 
other having a minimum interest guaranteed, and partici- 
pation in surplus profits added. In some cases, this pros- ` 
pective advantage will prove of much worth ... [p. 5]. 
[Slome of the Guaranteed Railway Stocks, besides the 
minimum per centage which they are sure ever to re- 
ceive, may, and in some cases must, get considerably 
more from participation in surplus profits ... There are 
many instances of this class open to the investor, and if 
he is satisfied with the certainty of receiving the 
minimum guaranteed, be has... the prospect of being a 
considerable gainer by the contingency (Whitehead, 
1847, p. 8, emphasis added). 


Evans comments that “... if the author’s opinion 
of his work is to be taken at full value ... the influ- 
ence of this pamphlet on the [London Stock] 
market was large” (1936, p. 139). Although 
Evans does not attempt to rebut Whitehead’s 


45 He quotes approvingly the view of The Monthly Railway Record on April 1847, that “... no conjuncture of events, save 
in that of extreme convulsion ... need permanent danger be apprehended to the sacred rights of the public creditor ... 
[E]very kind of security which the funded investment offers ... is possessed by the railway ...” (Whitehead, 1847, p. 9). 
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claim, he rightly cautions that, “As a member of 
the firm of Carden and Whitehead, stockbrokers, 
John Whitehead was not necessarily an unbiased 
advocate of the purchase of preference and 
guaranteed shares” (1936, p. 139). As the pam- 
phlet was a marketing document, his claims to 
success may be open to some doubt. However, 
from the point of view of the swindle hypothesis 
his intended audience is of interest. Whitehead 
endorses the conclusion of The Monthly Railway 
Record that “... those plain truths that can be 
judged in their integrity by every intelligent man 
.. May bring much benefit to the monied ... in- 
terests” (1847, p. 9). In the third edition 
Whitehead claimed that, on the strength of his 
pamphlet, “... very considerable investments 
have been made in Guaranteed Railway Stocks, 
which would otherwise ... have been placed in 
the Funds” (1847, p. 139). The London wealthy, 
the “monied interest”, were the major investors 
in the Funds, and would have been the major 
clients of London stockbrokers.* Thus, if John 
Whitehead is to be believed, the London wealthy 
may have made permanent investments in rail- 
way shares during 1847. 

Evidence from stockbroker James Capel to the 
Monteagle Committee suggests that permanent 
investments were made as late as the end of 
1848, during which period the index had fallen 
decisively below 100, after reaching a low in 
October 1848 of 79.7. As he put it, “... before the 
reduction of Railway dividends came, which has 
lessened the eagerness of the public, there was a 
great transfer of funded property into Railway 
shares, but that has ceased a good deal lately” 
(Monteagle, 1849, p. 73). Although dividend re- 
ductions were announced in late 1847, they 
“came” in late 1848 (Lewin, 1936, Table IX). 
This implies that the transfer could have taken 
place up to late 1848. Pollins also concludes that 
the nature of railway investors changed after 
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1847: “... it is likely that there had been a reduc- 
tion in the number of short-term speculative 
holdings of the shares of railway companies in 
the crisis of 1847 and the subsequent slump, 
and that the remaining shareholders were inves- 
tors who were interested in the long-term pros- 
pects of the companies ...” (1969, p. 160, em- 
phasis added). It was the middle classes that 
were notorious as the “speculators” during the 
second railway “mania” (Spencer, 1854). ` 

How much permanent investment had occur- 
red by early 1849 is not known. However, it is 
clear that the Monteagle Committee and many of 
its witnesses wanted more. Thus, although the 
Committee had heard evidence that investors 
with access to sophisticated advice should not 
have been fooled by railway accounts during the 
“mania”, it constantly stressed that more uni- 
form accounts, fuller disclosure, and an indepen- 
dent audit would, as they put it to William Quil- 
ter, “... increase the number of purchasers for in- 
vestment ...”, rather than “purchases for specula- 
tion” (Monteagle, 1849, p. 221, emphasis 
added). Or, as John Bagshaw put it, “... it would 
give confidence to the monied public, leading 
them to invest their funds ...” (Monteagle, 1849, 
p. 333). The Committee wholeheartedly agreed 
with Sir John Easthope that “... an immense num- 
ber of capitalists now refuse to embark in Rail- 
way property, from the uncertainty that there is 
as to the real condition of the concerns” (Mon- 
teagle, 1849, p.295, emphasis added), On the 
other hand he was sure that if railway accounts 
were improved “... it would generally increase 
the permanent investments” (Monteagle, 1849, 
p. 296) because, as William Quilter put it, rail- 
way shares “... would be just as good as Consols” 
(Monteagle, 1849, p. 220).4” Railway shares 
could presumably only be as good as consols 
to someone who would otherwise invest in 
consols. 


46 As Jeffreys says, in the mid-nineteenth century there was “... a non-entreprenurial class in the big commercial and trading 
centres like London, which was rather isolated from the industrial developments ofthe North. The wealth and size of this class 
is shown first of all by the size and dispersion of its holdings of the National Debt. This group of about a quarter of a million 
people form as it were a solid base of the Victorian investment market ...” (1938, p. 44). 


47 We shall see later that if Quilter was correct in his assessment of the level of relative risk of railway investment, all types of 
railway shares appeared to provide permanent investors in the late 1840s with a satisfactory long-term investment. 
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While this evidence suggests that the London 
wealthy may have moved in to railways from as 
late as May 1849 and through 1850 — during 
which period the index fell below 80, to reach a 
low of 60.5 in October 1849 — exactly when the 
bulk of permanent investment occurred remains 
unclear. 

Although there were clear losers from the rail- 
way “mania”, in the popular view there were no 
winners because over-investment meant low 
profitability. For example, Hobsbawm suggests 
that “... many of the railways actually con- 
structed were and remained quite irrational by 
any transport criterion, and consequently never 
paid more than the most modest profit, if they 
paid any at all” (1969, p.111). Mathias also be- 
lieves that the early U.K. railways were burdened 
with “.. the liability of over-investment, when 
capital was cheap and the expectations of 
shareholders uncritically optimistic” (1983, p. 
105). We turn in the final section to the question 
whether the return to “permanent” investors in 
railways was as poor as these remarks imply. 
However, on the basis of reported profits the 
popular view is fully justified because, as Pollins 
points out, although “The industry expanded 
rapidly ... it was not particularly profitable. On 
averdge net profits were in the region of 4—4.5 
per cent of paid-up capital” (1971, pp. 65-6). 
However, we shall see that on the basis of Pol- 
lin’s own work and other evidence, it appears 
that the reported profits of railways were delib- 
erately understated from the late 1840s. If so, 
from the point of view of the swindle hypothesis, 
this could be interpreted as an attempt to use 
published accounts to “cool-the-mark-out”. The 
concept of “cooling-the-mark-out” is borrowed 
from Erving Goffman (1962) who analysed how 
North American confidence tricksters managed 
relations with their victim, “the mark”. After the 
“sting”, there is much to be gained by persuading 
the mark to feel “sadder but wiser”. This is “cool- 
ing-the-mark-out.” 


ACCOUNTING FOR RAILWAYS AFTER 1847 


The Monteagle Committee concluded that 
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the continuing fall in railway shares in 1848 and 
the early part of 1849 was “... attributed by 
almost. all the Witnesses examined to a want of 
confidence in the representations made by Rail- 
way Companies of their financial condition” 
(1849, Third Report, p.iii). For example, in the 
opinion of Captain Laws, Managing Director of 
the Lancashire and Yorkshire, “want of confi- 
dence” in the accounts was “the great cause of 
the crippling of commercial people who had so 
largely embarked in Railways two years ago” 
(Monteagle, 1849, p. 353). Great publicity was 
now given to the fact that during the “mania” di- 
vidends had been paid from capital, and the lead- 
ing companies began issuing “... a sort of 
apologia pro vita suaf? ... with the idea of taking 
the shareholders more into their confidence” 
(Lewin, 1936, p. 350). 

After. the commercial crisis of 1847, railway 
companies began to re-introduce depreciation 
on rolling stock and, for the first time, deprecia- 
tion on the track. Although in the early 1840s 
there was, perhaps, some excuse for the preva- 
lent view that with proper repair and mainten- 
ance the track was indestructible, from 1845, 
in the view of The Economist, there was none: 


There has been a great deal of discussion and speculation 
during the last two years as to the probable duration of 
railroad iron when exposed to heavy traffic; and there are 
few subjects on which the opinion of practical men have 
differed more. We have, however, at last, the means of 
forming a very safe estimate of the durability of a 56 
pounds to the yard edge rail, when well laid, on even and 
well adjusted track ... The question is ... What effect has ... 
tonnage produced? Is the rail visibly injured by it? (25 
October, 1845, p. 1048). 


On the basis of the experience of the U.S. Lowell 
railway, which had opened in 1838, it clearly 
was: “The durability of this rail may ... be set 
down at 500,000 tons”. At $5,000 per mile for re- 
placement, “... we ... obtain one cent per mile for 
the value of the wear of iron on this road” (The 
Economist, 25 October, 1845, p. 1048). This 
company’s experience was not unique: “The 
lowest estimate we have ever seen of the power 
of a good edge rail, is 1,000,000 tons” (The 


‘8 Literally, an “apology on behalf of a life” or, as an accountant would say, an account of stewardship. 
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Economist, 25 October, 1845, p. 1048). 
Furthermore, with the rapid completion of 
the Belgian national railway network in the early 
1840s, Lardner implies (1850, chapter iv) that 
systematic data revealing high rates of deteriora- 
tion were available which showed the idea of rail 
indestructibility to be a myth. He also implies 
that the same conclusion should have been evi- 
dent to U.K. companies as rails, sleepers, fixings 
and track beds all had to be rapidly upgraded as 
the power, weight, speed and frequency of the 
traffic increased: “Yet strange to say, the preva- 
lent opinion ... was, until a later period ... that the 
wear and tear of the rails was so utterly insensi- 
ble, that for all practical, financial and econ- 
omical purposes, it might be totally disregarded” 
(Lardner, 1850, p. 56). From the viewpoint of 
the swindle hypothesis, given that data were 
widely available which refuted this opinion, the 
recognition of depreciation on the track after 
the “mania” appears very conveniently timed. 
However, Pollins shows that accounting for 
the depreciation of track and rolling stock was 
rapidly ousted by replacement accounting 
(charging the full cost of fixed assets against cur- 
rent revenue when they were replaced), and 
even by debiting capital extensions against re- 
venue (1969, pp. 154-9; see also Edwards, 
1986, p. 255). Debiting capital expenditures to 
the profit and loss account clearly causes an un- 
derstatement of profit. In periods of heavy re- 
placement expenditure, replacement account- 
ing also understates reported income (Brief, 
1965). Railways were engaged in heavy re- 
placement expenditures during the late 1840s 
and early 1850s, and again throughout the 1860s 
(Hawke, 1970, p. 199 and Table VIII.01). Was 
the adoption of replacement accounting a delib- 
erate move to understate profits? Lardner ap- 
peared to think that this was a distinct possibil- 
ity: 
The public has of late been excited in an extraordinary 
degree ... by certain reported malpractices in railway 


management, by which the value of shares has been 
raised to a spurious price in the market by unacknow- 
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ledged drafts of revenue on capital [i.e. overstating pro- 
fit], and, as usual when public excitement operates, a 
clamour has been raised which would hurry railway di- 
rectors into the other extreme |i.e. understating profit]. 
They have been even urged on all hands to close the cap- 
ital account with all practicable expedition; a measure 
which, it is easy to demonstrate, would be utterly imprac- 
tical, unless it were deliberately intended in future to 
feed capital at the expense of revenue (1850, p. 116, 
emphases and insertions added). 


“Closing the capital account” refers to the 
“double account” system used by the railway 
companies whereby the balance sheet was par- 
titioned into a “capital” section, which included 
the fixed assets and the paid-in capital represent- 
ing them, and a “general” section with all other 
assets, liabilities and reserves (Edwards, 1985). 
Closing the capital account meant, therefore, 
that if companies continued to invest, unless ad- 
ditional capital was raised, all future capital ex- 
penditures would be written-off against re- 
venue. Profit would quite clearly be under- 
stated! Lardner had no doubt about the correct 
course: “It is manifest that the total cost of the 
permanent way, the stations, workshops, the fur- 
niture, tools, and machinery, and the entire 
amount of rolling stock, must be charged to cap- 
ital” (1850, p. 117, emphasis added). As he 
pointed out, “To charge ... the annual increase 
[in the movable stock necessary to work a gradu- 
ally increasing traffic] would be to debit revenue 
with capital, or, what is the same, to make un- 
acknowledged drafts on revenue in favour of 
capital” (Lardner, 1850, p. 117). This view was 
acknowledged to be theoretically correct even. 
by those who in practice chose to ignore it. For 
example, in answer to a question from the Mon- 
teagle Committee about how improvements in 
fixed assets should be accounted for, Peter 
Blackburn, Chairman of the Edinburgh and 
Glasgow Railway, recognized that replacement 
accounting was a deviation from treatment 
required by accrual accounting. 


3259. Take as an example that you had occasion to re- 


® Replacement accounting is a clear violation of accrual accounting (see Mosich & Larsen, 1982, p. 494). From the earning 
power perspective, the “income” reported using replacement accounting will only by chance provide an estimate of the 


Steady state distributable surplus. 
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place rails, but that, in consequence of an increased 
amount of traffic, you felt it necessary to double their 
weight and strength; in that case, if you had unexhausted 
capital, you would then charge the replacement rails 


upon that? 
For my own part, I should be inclined to say it should 


come out of revenue; but I am aware that, strictly and in 
theory, you may charge the difference in the weight of 

4 rails on capital (Monteagle, 1849, p. 469, emphasis 
added). 


Merely understanding the theory of accrual ac- 
counting does not mean its strict application. In 
their last half-year accounts the Edinburgh and 
Glasgow informed its shareholders that the com- 
pany had decided to adopt the “system followed 
by almost all other great public Companies”, to 
both “lay aside a reserved fund, proportionate to 
their capital,” and “to close the capital account 
at the termination of the current half-year, 
and thenceforeward to meet every expense 
out of the current revenue” (Monteagle, 1849, 
p. 469). This move was supported by many 
other witnesses. 


The demand to close the capital account be- 


came the slogan of the Committees of Investiga- 
tion which sprang up in 1848. The Monteagle 
‚Committee and many, but not all, of their Wit- 
nesses recommended it.”’ Some recognized that, 
with continued capital investment, the adoption 
of replacement accounting would grossly distort 
reported income.”? From the point of view of the 
swindle hypothesis, it appears significant that 
Lardner sees the demand to close the capital ac- 
count as an expression of the “... conflict that has 
arisen between those who, on the one hand, are 
interested in the maintenance of capital, and, on 
the other, in securing present large dividends ...” 
(1850, p. 117). The former group looked for- 
ward to a “permanent investment” with future 
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dividends providing “permanent current in- 
come”, whilst for the latter, the “speculators”, 
those who purchased “with the prospect of their 
re-sale at advantageous prices”, railway shares 
were merely a “temporary investment” (Lard- 
ner, 1850, p. 115). 

While Pollins also concludes that the intro- 
duction of replacement accounting and other 
write-offs of capital to revenue led many railway 
companies to “... substitute deliberate under- 
statement of current profits for the deliberate 
overstatement which had been prevalent during 
the preceding mania” (1969, p. 160, emphases 
added), he makes no connection between this 
and the winners and losers from these practices. 
Instead, he explains them as a response to the de- 
sire of “... many railway directors as well as 
shareholders ... to have a regular rather than fluc- 
tuating dividends, and ... a record of stable earn- 
ings and dividends” (Pollins, 1969, p. 160). 
However, whilst the initial re-introduction of de- 
preciation accounting could be explained by the 
desire to report income to “... investors who 
were interested in the long-term prospects of 
the companies and willing to forego current di- 
vidends in order to safeguard future dividends” 
(Pollins, 1969, p. 160), its rapid substitution by 
replacement accounting and capital write-offs to 
understate reported income clearly cannot be. 
Pollins appears to accept this by offering three 
additional explanations. 

Firstly, he suggests that “... the adoption of de- 
preciation from the late forties ... did not last 
long ... due to the increase in traffic in the fifties 
and sixties, when companies found that their 
past allocations to depreciation reserves were 
inadequate [and] [i]ncreasingly ... turned to the 
practice of not providing depreciation as such 
but of debiting the actual expenditures on 


50 William Quilter (q. 2304), William Spackman (q. 1263) and Captain Laws (q. 2992) also gave the same, theoretically 


correct, answer. 


>! For example, George King, a retired railway director, castigated the capital write-offs proposed by the Committee of 
Investigation into the Eastern Counties Railway. In his view, it showed that “... they do not seem to have the least idea of the 
division or separation ...” of capital from income (Monteagle, 1849, p. 309). 


32 For example, William Chaplin, Chairman of the South Western, doubted the fairness of closing the capital account if further 
investment was contemplated: “I hardly know that it would be fair that it should come out of revenue, if you wanted new 


buildings and new goods sheds ...” (Monteagle, 1849, p. 330). 
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maintenance and renewals to the periodic re- 
venue accounts” (Pollins, 1969, p. 155). Only a 
non-accounting specialist could suggest this as 
an explanation. By “depreciation reserves” 
Pollins appears to be referring to cash funds set 
aside to finance maintenance and renewals. The 
fact that these, where they existed, were insuffi- 
cient to finance renewals as they occurred could 
not provide grounds for discontinuing the rec- 
ognition of a book provision for depreciation. As 
anyone who understands accrual accounting 
knows, and many connected with the railways 
clearly did, how fixed assets are financed has no 
implications for their accounting treatment. 
However, depending on a company’s pattern of 
renewals and other capital expenditures, it is 
possible that the adoption of depreciation on 
their existing fixed assets and replacement ac- 
counting, which appears to have been a com- 
mon scheme, imposed intolerable strains for 
some companies on their reported distributable 
incomes — and cash flows where depreciation 
was funded — and this may explain Edwards’ 
finding that several major companies abandoned 
depreciation accounting and funding as re- 
newals increased in the early 1850s (1986, pp. 
253—4). 

Secondly, Pollins later adds that “... stringency 
in the capital market and an attitude of caution 
seem to have been responsible for highly conser- 
vative treatment of important items (in the sense 
of understating profits) in the years following 
the mania” (1969, p.160). He appears to imply 
by this suggestion that it was necessary for direc- 
tors to understate profits to conserve cash and so 
avoid raising additional capital to finance neces- 
sary capital expenditures. If shareholders ex- 
pected all reported profits to be paid as di- 
vidends, and raising further capital is con- 
strained, it could have made sense for directors 
to understate profits to limit the cash drain from 
dividends. However, it is not at all clear that after 
the “mania” investors did want all attributable 
profits to be distributed. Firstly, from the follow- 
ing exchange between the Monteagle Commit- 
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tee and William Quilter it appears that simply re- 
taining earnings to finance capital expenditure 
was not unheard of: “2257. You are aware that it 
has generally been the custom of the Companies 
to have what they call a rest? They do not divide 
[attributable earnings?] quite close, I believe; a 
sufficient rest would answer the same purpose 
[i.e. financing replacement rails], and would, in 
fact, be a depreciation account under another 
name” (Monteagle, 1849, p. 217, insertions 
added). Secondly, it was the permanent inves- 
tors and their agents that were prominent in cal- 
ling for the closure of the capital accounts, and 
for replacement accounting (Edwards, 1985, p. 
28).°° This behaviour is not consistent with 
naive investors who demand current dividends 
at all costs. Finally, neither is the fact that be- 
tween 1850 and 1870 the U.K. railways more 
than doubled their paid-in capital (Hawke & 
Reed, 1969, p. 271). 


Thirdly, Pollins speaks for many accounting 
historians when he argued that “The fact that ... 
there was not yet a generally accepted body of 
accounting doctrine, made it easy for the prep- 
aration of the final accounts of even the most 
conscientiously conducted company to be influ- 
enced by considerations of management policy” 
(1969, p. 160; see also Lee, 1975, p. 21, and Chat- 
field, 1977, p. 95). This explanation is uncon- 
vincing for two reasons. Firstly, we have seen 
that the fundamental “accounting doctrine”, ac- 
crual accounting, was widely accepted, if not al- 
ways practised. Secondly, Pollins’ explanation 
suggests that in manipulating the accounts, rail- 
way directors were simply pursuing their own 
interests. The motives of railway directors in 
manipulating the accounts have yet to be re- 
searched. Certainly, as promoters and insiders, 
directors personally benefited from the inflated 
share values which the manipulations helped to 
create. However, the swindle hypothesis 
suggests that these manipulations were also in 
the interests of the London wealthy, to whose 
viewpoint and interests the railway directors at 
least were exposed during the railway “mania” as 


53 Examples from evidence to the Monteagle Committee are: James Capel, Stockbroker, q. 849; Mihill Slaughter, Stock 
Exchange Statistical Office, q. 1110-11; Lewis Wolfe, Share-broker, q. 2350). 
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they became fully integrated into London soci- 
ety. Many were Members of Parliament and men 
of affairs. The most successful bought stately 
homes and, with one interesting exception, they 
kept them. 

The exception is George Hudson, “The Rail- 
way King”, whose devotion to the London weal- 
thy was remarkable. Hudson’s early successes in 
promoting and amalgamating railway companies 
earned him public adulation and great wealth. 
Although from humble origins he became an MP 
and, during the “mania”, he was the toast of the 
London society. His “... children were the com- 
panions of peers” (Francis, 1851, vol. 2, p. 219). 
After the crash Hudson’s fall from grace was 
spectacular and complete. He was accused of in- 
sider-dealing, breaches of fiduciary duty, and 
paying dividends from capital, and became sub- 
ject to protracted and intensive public vilifica- 
tion. He was shunned and reviled by London soc- 
iety. Creditors and disgruntled shareholders 
sued, harried and eventually ruined him. Hudson 
consistently protested his “innocence”. He had 
done nothing many others had not also done. 
Therefore, as Carlyle asked in 1849, “Why 
should this, the chief terrier among them, be set 
upon by all the dog fraternity?” (Lambert, 1934, 
p. 275). 

An explanation is suggested by the swindle 
hypothesis. As Lambert concludes, “His ruin ... 
was not due primarily to the detection of his 
sharp practices; it was due to society’s desire to 
find a scapegoat ...” (1934, p. 18, emphasis 
added; see also Francis, 1851, vol. 2, p. 241). 
Finding a scapegoat is often an effective way to 
“cool-the-mark-out”. Although Hudson bore his 
misfortune with remarkable dignity, he hinted 
there were limits. In “denying” he had 
threatened in Court to name “... certain persons 
of influence connected with the landed interest 
and Parliament ...” who had accepted his bribes, 
he gave in Parliament what may have appeared 
to some an ominous defence: 


.. I say my position has been one of misfortune; I have 
been morally right, but legally wrong ... I have known 
what it is to live in popularity, and to enjoy the smiles and 
the confidence of the world. And I have had a bitter re- 
verse to bear. I hope I bear it with the fortitude ofa man 


R. A. BRYER 


who is conscious of his innocence should bear it ... 7am 
ready to unravel and unfold everything ... (Lambert, 
1934, p. 288), 


He made it plain “... if he were called on to tell 
who had profited by him, names would appear of 
which the world little dreams” (Lambert, 1934, 
p. 276). Hudson could almost certainly have im- 
plicated important people in his dealings. How- 
ever, given his prominence in the railway 
“mania” he may have also had much to unravel 
and unfold about the “great railway swindle”. 
Significantly, for Hudson the real villain was “the 
system”, by which he meant, as he told a stonily 
disapproving House of Commons, Parliament’s 
failure to define distributable profits: “I think, if 
the House will determine what is capital and 
what income — what ought to go to capital and 
what ought to go to revenue — the directors 
would have no difficulty; they would be guided 
by the strict law of the House” (Mountfield, 
1979, p. 72). Although eventually driven to vir- 
tual destitution, Hudson never did name names 
or say what, if anything, he knew about the ori- 
gins of “the system”, or the motives of its design- 
ers. Interestingly, however, from the viewpoint 
of the swindle hypothesis, Hudson was eventu- 
ally “freed from his financial troubles” when 
“some friends” raised a subscription for him, 
enough to purchase an annuity of £600 a year. 
He retired to a house in London, and began again 
to frequent the conservative Carlton Club 
(Lambert, 1934, pp. 297-8). What motivated this 
unexpected generosity is not known. Perhaps it 
was the same reason that Charles Manby had 
loyally “stuck to him”? As Manby told Charles 
Dickens, he remained Hudson’s friend because 
“.. he (Hudson) had so many people in his 
power, and he had held his peace ...” (Lambert, 
1934, p. 295). 

Thus, to sum up, from the viewpoint of the 
swindle hypothesis, the deliberate understate- 
ment of railway company profits after the crash 
looks suspiciously like an attempt to fool the un- 
initiated into believing that railways were, after 
all, a poor investment. If so, this provides a 
second reason why, in 1845, the Government 
chose not to restrict accounting practices to pre- 
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vent either the overstatement or understate- 
ment of profits. They again declined to do so in 
1849. The Monteagle Committee recommended 
depreciation accounting, greater uniformity, ful- 
ler disclosure, that non-shareholders could be 
appointed as auditors, and that a public auditor 
be appointed, and these recommendations were 
incorporated into a Bill. The proposal to appoint 
a public auditor was of great concern to many 
witnesses, largely on the ground that such a per- 
son would, as Charles Russell put it, have no “dis- 
cretion” and, unlike the shareholders, could not 
“.. look to questions of expediency or necessity 
as well as questions of rigid law ...” (Monteagle, 
1849, p. 188). Although Charles Russell did not 
elaborate, John Swift, Solicitor to the London 
and North Western, did. He was particularly con- 
cerned with “interference” with the “revenue 
account” (Monteagle, 1849, p. 246), and in his 
view when replacement expenditures involved 
improvements “... then would arise a question of 
discretion how much of the cost belongs to cap- 
ital and how much to expenditure” (Monteagle, 
1849, p. 256). From the viewpoint of the swin- 
dle hypothesis it appears significant that, in appa- 
rent recognition of this argument, but in blatant 
contradiction to their apparent acceptance that 
the only useful audit “... is one involving the 
higher powers of judgment” (Monteagle, 1849, 
p. 213), the Monteagle Committee “strictly de- 
fined” their public auditor’s authority to include 
only the “truth and accuracy of the Accounts”, to 
vouching accounting entries and verifying the 
legality of payments (1849, Third Report, p. xvii). 
While the latter would stop the payment of 
dividends from capital, it would not prevent the 
understatement of profits. In the Committee’s 
scheme, the public author would not “... acquire 
any powcr whatever to interfere in the internal 
administration of the company as a commercial 
enterprise” (Monteagle, 1849, Third Report, 
p. xvii). Nevertheless, when the Chairmen of the 
principal companies “... maintained that share- 
holders had quite sufficient powers to supervise 
their own property, if only they chose to exer- 
cise them ...”, as they had throughout their evi- 
dence to the Monteagle Committee, “... the 
Government thought it prudent to let the Bill 
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drop” (Lewin, 1936, p. 355). Perhaps the 
Government were reacting to the emergence of 
investor power as the London wealthy moved 
in? As Samuel Laing, for example, told the Mon- 
teagle Committee, although before the fall in 
share prices, when the middle classes invested, 
there was “far too much sleepy confidence”, he 
did “... not think that the period of unlimited con- 
fidence ever will return; the attention of the par- 
ties interested in the matter, more especially of 
the gentlemen whose business it is to buy and 
sell these shares every day, I mean the gentle- 
men of the Stock Exchange, is fully drawn to the 
subject now, and it is scarcely possible, I think, 
that we should have any recurrence of the old 
state of things” (1849, p. 447, emphasis added). 
As it seems likely that the “gentlemen of the 
Stock Exchange” either were, or were agents for, 
the London wealthy, this evidence is also consis- 
tent with the view that the London wealthy “en- 
tered” railways in the late 1840s. 

There would have been little need to under- 
state profits if the returns from railways really 
were unsatisfactory. Thus, the prima facie 
plausibility of the cooling-the-mark-out explana- 
tion depends on how good the returns from rail- 
ways really were. 


THE RAILWAYS AS AN INVESTMENT 
PROSPECT AFTER THE “MANIA” 


The general view of economic historians is that 
the financial returns from railways were disap- 
pointing. In the view of Gourvish, for example, 
railway “... profits after 1850 were on the whole 
modest’, with the “... unweighted average divi- 
dend for the leading 15 companies, 1850—75, 
amount|ing] to oniy 3.65 per cent” (1980a, p. 
129, emphases added ). However, evaluating the 
railways as a long-run investment requires more 
than a subjective appraisal of the absolute level 
of profitability and dividends. In principle, it is 
necessary to compare expected returns with 
those required when the investment was made. 
This topic appears not to have been studied 
before, and data are scarce, particularly for the 
estimation of the required return. All that can be 
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attempted here is a critique of the view that the 


returns from permanent investments in U.K. rail- 
ways were obviously “poor”, both by exploring 
the implications of current data, and by high- 
lighting key empirical questions requiring 
further research. 

Although, in principle, we should estimate ex- 
pected returns, we can use the historical record 
of realized returns as a surrogate for the expecta- 
tions of rational investors, assuming, over the 
long-term, that the collective expectations of in- 
vestors are equal to the returns realized. In other 
words, the long-run average of realized returns 
represents what, collectively, rational investors 
should have expected. Given the uncertainties 
involved in estimating the required return, the 
relatively secure base provided by realized re- 
turns will at least provide a benchmark for asses- 
sing whether these returns could reasonably 
have been required. 

To date, historians have simply measured the 
investment returns to railway investors as the 
percentage rate of dividends on paid-in capital. 
Clearly, in principle, as John Whitehead implied, 
we should measure the total returns taking into 
consideration the “buy-in” share price, the divi- 
dends received, and any capital gains or losses.*4 
However, as dividends from railways grew con- 
tinuously and steadily, as a first approximation 
we can estimate the total returns from rail- 
way investment as a growing perpetuity. For 
example, Lewin points out that after 1850 “... a 
steady rise took place [in] ... the price of the 
stocks or shares of the leading companies ...” 
(1936, pp. 367-8), implying that rational inves- 
tors should have expected a steady rise in divi- 
dends. And this is what they received. As Gour- 
vish shows: “From 1850, dividends showed a 
gradual but steady increase” (1980a, p. 129). To 
estimate the total investment return (r) to rail- 
way investors as a growing perpetuity requires 
estimates of the following variables: 


d = the current dividend per share. 
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P = the current share price. 
g = the continuous annual compound rate of 
dividend growth. 


d 
The model says r = — + g, where — is the 
P P 


dividend yield when the investment was made. 
As we have seen, exactly when permanent in- 
vestments were made in railways is not clear. 
However, whenever they were made, to calcu- 
late the dividend yield we need the stock market 
value of railway shares. We can estimate these by 


applying Gayer et al.s’ railway share price index 


to what is known of the relationship between 
market values and paid-in capital. For example, 
we know from Pollins that in the 1850s “share 
prices remained below par” (Pollins, 1971, p. 
43). Therefore we know that an index value 
below 83.1 (the value at December 1850) repre- 
sents a market valuation below paid-in share cap- 
ital. On the same reasoning we can infer that 
share values were below par from the collapse of 
share prices in the aftermath of the first railway 
mania until at least the end of 1842 when the 
index reached 83.6. We also know from Francis 
that in 1843 “railways, though depressed in 
value, were regarded as good as consols” when 
the index averaged 98.2. This comment seems to 
imply that by this period the railways were ex- 
pected to just earn their required return and, if 
so, they would have had a “valuation ratio” of 
around 1, and their market value would have 
been around par. The valuation ratio is market 
valuation of a company divided by the replace- 
ment cost of its net total assets. It represents the 
incentive to invest. A valuation ratio below 1 im- 
plies that reinvestment is not desirable; a valua- 
tion ratio greater than 1 implies that reinvest- 
ment is desirable, and a valuation ratio of 1 im- 
plies that investors are indifferent about rein- 
vestment. In the early 1840s investors were in- 
different about further investment in railways 
implying that their aggregate valuation ratio was 
around 1. As the railways had recently acquired 


4 Recall his views, quoted earlier, that “... purchases made in the present depressed state of the money market, would 
ultimately turn out well ...”, and that “... the pressure once passed ... a considerable enhancement of Railway Stocks must 


follow” (Whitehead, 1847, p. 5). 
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their assets their historic costs would approxi- 
mately equal their replacement costs. By the end 
of 1843 the index has a value of 105.5, and in 
early 1844 starts to rise as the second railway 
boom gets underway. At this point we may 
assume that the railways promised more than 
the required return and, if so, they would have a 
valuation ratio of greater than 1 implying that at 
index values of around 120+ market values ex- 
ceeded par. Thus, market values equalled par 
somewhere between index values of 83 and, 
say, the average index for 1844 of 121, and with 
no other information we may suggest that par 
is represented by an index value of around 
100.55 

Although we do not know exactly when per- 
manent investments were made in railways, we 
have seen no evidence of serious interest before 
the early part of 1847. It seems reasonable, 
therefore, to evaluate the returns from perma- 
nent investments assumed to be made from mid- 
1847 to 1850, at which point the railways began 
their period of long-term, steady growth, and 
railway share prices had clearly stabilised. To 
simplify the calculations, we will estimate the re- 
turns from these investments from 1850 to 
1875, for which period data are readily available.>° 
Gourvish estimates the annual equivalent con- 
tinuously compound rate of growth in dividends 
over this period of 1.91% (1980b, p. 129). While 
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this is the ideal ex post measure of growth, taking 
into account all the data, it is not clear that this is 
necessarily the best surrogate for ex ante expec- 
tations, as it presumes perfect information is pos- 
sessed by the forecaster. An alternative ex post 
measure of growth, which imposes less stringent 
information requirements, is the geometric 
mean growth rate. This only requires knowledge 
of current and end of period dividends per share. 
Thus, as the average rate of dividends on paid-in 
capital was 2.88% in 1850 and 5.25% in 1875 
(Gourvish, 1980b, p. 129), the compound an- 
nual growth rate in dividend per share was 2.4% 
({5.25/2.88]-*? — 1). However, which formula- 
tion best represents expectations in 1850 re- 
mains an open question. 

To calculate the total returns from invest- 
ments between mid-1847 and 1850 we need 
their dividend yields. To calculate the buy-in 
share price we apply the average railway share 
price indices for the second half of 1847, and the 
average indices for 1848, 1849 and 1850 (Gayer 
et al, 1953, Table 17), to the total of paid-in 
share capital in 1850 of £187m (Hawke & Reed, 
1969, Table 1). Total dividends in 1850 were 
therefore £5.4m (0.0288 xX £187m). To the 
dividend yields thus calculated we add our 
estimates of the dividend growth rate to get 
estimates of the average annual total return from 
1850 and 1875: 





Investment Dividend Growth Total 
in yield rate return 
1847 £54m+[112X£187mJ= 26% + 19% = 45% 
or + 24% = 5.0% 

1848 £5.4m+[0.96X4187m]= 3.0% + 19% = 49% 
or + 24% = 5.4% 

1849 £5.4m+[0.77XS187mJ= 3.8% + 19% = 5.7% 
or + 24% = 6.2% 

1850 £5.4m+[0.70X£187mJ= 41% + 19% = 6.0% 
or + 2.4% = 6.5% 


55 Gayer et al.’s index is based at June 1840 = 100 because, they say, “The year 1840 was neither a period of depression nor 
of boom and may perhaps be designated as “normal”. Although they regard this choice as of “no special significance”, June 
1840 represents the highest point of optimism in the early 1840s about the prospects for the railways in a period of 
fluctuating opinions about their financial potential (Gayer et al, 1953, p. 364). 


56 In principle, the investment decision should be evaluated over the expected life of the investment. However, because of 
the impact of discounting at even modest rates over long periods, extending the period beyond 25 years would have 


progressively less impact on the total return. 
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Could any of these returns have been satisfac- 
tory to rational permanent investors? To esti- 
mate investors’ required return requires as- 
sumptions about how they priced risk. The 
dominant modern view, formalised as the capital 
asset pricing model (CAPM), is that investors 
should, and do, value investments within the 
context of a well-diversified portfolio of, in prin- 
ciple, all available assets. Is the logic of the capi- 
tal asset pricing model likely to be applicable to 
the valuation of railway shares in the middle of 
the nineteenth century? 

The principle of diversifying investments to 
minimize the total risk to which wealth is ex- 
posed seems to have been understood for cen- 
turies. As Braudel points, from at least the four- 
teenth century “... no financier confined himself 
entirely to “financial” callings. He always had 
something else on hand — usually banking — 
and that something else would be a part of an 
overall policy which might be very large and di- 
versified” (1985, vol. 2, pp. 533-4). And in the 
early nineteenth century in Britain the typical “... 
businessman could be a jack of all trades; mer- 
chant, banker, insurer, shipowner, industrialist” 
(Braudel, 1985, vol. 3, p. 595). However, whilst 
it seems reasonable to assume that the principle 
of diversification was understood by “rational” 
railway investors, and the emergence of the mar- 
ket for railway securities would have increased 
the security market opportunities for achieving 
diversification, these opportunities would not 
even start to be significantly developed until the 
rise of the market for industrial securities in the 
1880s (Jeffreys, 1946; Kennedy, 1987). Thus, 
the validity of the CAPM in the mid-nineteenth 
century could not be tested solely using security 
market data. Instead, if the logic of the CAPM is 
to be applied to the mid-nineteenth century, the 
“market portfolio” must be defined as the level of 
feasible and cost-effective diversification within 
the institutional arrangements available, includ- 
ing the extended family — as an owner—manager 
in various businesses (including land), and as an 
investor in assets which were themselves diver- 
sified, in governments, banks and other financial 
institutions. 

Fundamentally, the validity of the CAPM re- 
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quires that on average asset-pricing reflects only 
“market-risk”, the co-variability of the returns 
from any asset with the returns available from a 
“fully-diversified” portfolio, whatever that may 
mean in any historical epoch. This implies that a 
central empirical issue in investigating the valid- 
ity of the CAPM in any period is whether any in- 
vestors consistently made “abnormal” returns or 
losses. Relatively short-run speculative bubbles, 
such as the railway “mania”, do not invalidate the 
CAPM, which simply implies that in the long-run 
rational investors will value individual invest- 
ments solely in terms of their contribution to the 
risk of a “well-diversified” portfolio. Although 
there is a clear need for detailed empirical inves- 
tigations of nineteenth century investment con- 
cepts and practices, in the early 1860s Marx at 
least appeared to believe that something very 
like the logic of the CAPM underlay “the 
capitalist’s calculations”. Marx develops his 
analysis at length in volume 3, and nothing that 
could do it justice can be attempted here. But 
consider the following remarks: 


The basic notion in this connection is that ofaverage pro- 
fit ..., the idea that capitals of equal size must yield equal 
profits in the same period of time. This in turn is based on 
the idea ... that each particular capital should be viewed 
simply as a fragment of the total capital and each capitalist 
in fact as a shareholder in the whole social enterprise, 
partaking in the overall profit in proportion to the size of 
his share of capital ... is the basis of the capitalist’s calcua- 
tion ... An example is how capital investments that are ex- 
posed to greater risk, as in shipping, for instance, receive 
compensation through increased prices. Once capitalist 
production is properly developed, and with it the insur- 
ance system, the risk is in fact the same for all spheres of 
production; those more endangered simply pay higher 
insurance premiums and receive these back in the price 
of their commodities (Marx, 1981, p. 312). 


We appear to have here all the basic elements of 
the CAPM: “average profit” = “return on the 
market portfolio”? “total capital’ = “the market 
portfolio”? “compensation for greater risk” = 
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“risk premium on the market”??’ Clearly, how- 
ever, the adequacy of the CAPM, or Marx’s analy- 
sis of capitalist calculations as a basis for analys- 
ing the behaviour of railway investors, raises 
many issues which cannot be pursued here. 
With obvious caveats, I shall merely assume its 
validity to allow an initial assessment of the kind 
of returns which could have been required by a 
rational investor in railways. The CAPM is based 
on the following variables. 


Let: R = investors’ required return. 
i = the expected riskless rate ofinterest. 
B = the expected relative risk of railways, 
“beta”. 
Rm =the expected return from a value 
weighted investment in all assets, 
“the market portfolio”. 


The CAPM implies that R = i +B(Rm — i). As all 
of the independent variables in this equation 
represent the collective expectations of inves- 
tors they are difficult, if not impossible, to mea- 
sure precisely, even today. Historical values can 
provide a useful guide, but they currently only 
exist for the “riskless” return. As we want to esti- 
mate the required return over the long-term, the 
average yield on consols of 3.2% during the 
1850—75 period is one possible estimate of the 


appropriate “riskless” rate (Mitchell & Dean, 
1962, Banking and Insurance, Table 8).”8 

Rm — i measures the expected return on the 
market portfolio in excess of the expected risk- 
less rate of interest. Although historical esti- 
mates are unavailable, we may be guided by re- 
search in both the U.K. and the U.S. which has 
found that since the early part of this century the 
average gross of tax risk premium on the market 
has been around 8%.” Without detailed esti- 
mates of the rate of return on the “market 
portfolio” for this period of the nineteenth cen- 
tury it is impossible to know whether an 8% risk 
premium adequately represents investors’ ex- 
pectations in 1850. However, using it at least al- 
lows us to illustrate the orders of magnitude for 
beta which would have been necessary for the 
returns from permanent railway investments to 
have been satisfactory. Using the formula B = [7 
— i/[Rm — i] we get a range of stock betas from 
0.16 ([4.5%—3.2% V8% ) to 0.41 ([6.5%—3% y 
8% ). As the railways borrowed around 25% of 
their paid-in capital in the form of debt, the rail- 
way asset beta must be calculated as: B asset = B 
stock/[1 + (0.25/0.75)]. Strictly, this calculation 
should be based on market values of debt and 
equity which are unavailable. However, using 
nominal value implies a range of asset beta from 
0.12 (0.16/1.33 ) to 0.31 (0.41/1.33). As interest 


37 From the point of view of modern accounting and finance it is tempting to go further and suggest that not only is Marx 
recognizing the need for risk adjustment, but that he is here also suggesting a certainty equivalent approach! The subtraction 
of the cost of an insurance policy from expected present value yields the present value of a certainty equivalent (Sharpe, 
1981, p. 98). Marx certainly appears to have thought that financial securities, which he calls “fictitious capital”, were valued 
as the present value of their expected returns: “The formation of fictitious capital is known as capitalization. Any regular 
periodic income can be capitalized by reckoning it up, on the basis of the average rate of interest, as the sum that a capital 
lent out at this rate of interest, would yield” (1981, p. 597); “The market value of ... [shares] ... is partly speculative, since it 
is determined not just by the actual revenue but rather by the anticipated revenue as reckoned in advance” (1981, p. 598). 
Thus, “... their market values fluctuate with the level and security of the receipts to which they give legal title” (Marx, 1981, 
p. 598). 


58 Given that consols are subject to interest rate risk they are not strictly “riskless”. Treasury Bill rates are less subject to 
interest rate risk, but are too short-term for the investment under consideration here. No security is entirely risk-free. 
However, over the long-term British Government consols were probably the least risky securities available. The nominal 
rate of interest on consols was 3% from their first issue to 1888 (Mitchell & Deane, 1962). 


5 For the U.K. from 1919 to 1977 see Dimson & Brealey (1978); for the U.S, from 1926 to 1981 see Ibbotson & Sinquefield 
(1982). Although the excess return on the market should be measured as a long-run average, some slightly earlier evidence 
consistent with these averages is provided by Kennedy’s estimates of the domestic “average rate of return on all property” 
(both income and capital measured gross of depreciation) (Kennedy, 1987, Appendix E, Part II) for the U.K. for 1910 to 1913 
which, in conjunction with the returns on Consols for the same period from Mitchell & Deane (1962), suggests an average 
excess return on the “total market” of some 7.4% for these years. 
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rates did not rise over this period whereas 
dividends increased, it seems likely that the 
market value of railway equity exceeded its par 
value more than the market value of debt ex- 
ceeded its par value, and therefore this estimate 
of the railway’s asset beta may be an understate- 
ment. It is also crucially dependent on our sup- 
posed excess return on the market, and which 
estimate of realized returns is chosen to repre- 
sent the expectations of permanent investors. 
Clearly, however, even for an annual return of 
6.5% to have been satisfactory, the railway asset 
beta would have had to have been quite low. Al- 
though we shall not get precise answers without 
the necessary empirical work, in general terms 
what kind of beta are the railways likely to have 
had over this period? 

Beta is a measure of the sensitivity of an asset’s 
return to the returns on the market portfolio. 
With no information, the most reasonable as- 
sumption is that the returns on an investment 
correlate closely with those of the market 
portfolio, giving it a value of 1. On the other 
hand, if the returns on an investment are known 
to change less than those on the market portfolio 
the investment’s beta will be less than 1, and vice 
versa. No estimates of railway betas from the 
1850s exist, and they could not be made simply 
by correlating the returns from railway shares 
with the return on the total stock market 
because at this time it was not representative of 
the market portfolio. However, there are some 
reasons for believing that the railway asset beta 
was less than 1. For example, as Lewin says, after 
1850 “... the industry again became stabilised, 
varying somewhat in sympathy to the usual 
trade cycles ... No violent upheaval ... occurred 
to disturb the general prosperity of the railways 
as a whole until some seventy years later ...” 
(1936, p. 368, emphasis added ). The fact that the 
fortunes of railways varied “somewhat” with 
those of the economy suggests that its overall 
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beta may have been less than 1, and there are 
some specific reasons why this is likely. 

Betas are influenced by operational gearing, 
the ratio of fixed to variable costs — the higher 
the ratio the higher the beta. Although the rail- 
ways required a heavy initial investment in fixed 
assets which required maintenance and renewal 
when in use, in difficult times renewal and even 
Maintenance could be reduced, and labour costs 
were always flexible. As Pollins points out, 
“ the available figures of railway employment... 
reveal a markedly close relationship with re- 
venue. The railway’s labour policy was presum- 
ably to treat labour as the major variable, recruit- 
ing or not and even dismissing according to the 
demands of traffic as measured by receipts” 
(1971, p. 65). Although no detailed breakdown 
of railway operating costs are available, it ap- 
pears that labour costs constituted a sizeable 
proportion.©° Therefore, while many of its costs 
may have been nominally “fixed”, in practice 
many were variable, and thus a fall in fortunes 
could be checked “somewhat”. On the other 
hand, upswings in fortunes with increasing rates 
of economic activity were also checked by the 
downward pressure on prices as companies at- 
tempted to attract traffic to fully utilise their 
capacities in a saturated market (Pollins, 1971, p. 
63). As Gourvish says, “Railways were relatively 
under-used in 1850, and were able to increase 
traffic over the next two decades without addi- 
tional heavy investment” (1980b, p. 28). How- 
ever, “The railways’ search for larger traffic vol- 
umes after c.1845 naturally had the effect of low- 
ering their average rates” for both passenger and 
freight (Gourvish, 1980b, p. 30). | 

Thus, the asset beta for U.K. railways from 
1850 to 1875 may have been quite low and, im- 
plicitly at least, after the “mania” this appears to 
have been expected by at least some contem- 
poraries. For example, although John Whitehead 
clearly thought guaranteed stocks were “... as 


6° A rough estimate of the proportion of labour costs in total working expenses can be estimated as follows. Mitchell (1969) 
estimates that in 1847 some 250,000 men were employed in constructing the railways, and that their total wage bill 
amounted to 2-3% ofthe national income in 1847 of £550m. This implies that railway navvies were on average paid between 
£44 and £66 per annum. If this average rate of pay is applicable to railway workers in general in 1854, when the first records 
of railway working expenses is available, it implies that the 74,400 workers employed in that year (Hawke, 1970, Table X.02) 
cost a total of £3.3m to £4.9m out of total working expenses in 1854 of &8.8m. 
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safe as Government funds” (1847, p. 7), the rea- 
son he gave also applied to an assessment of the 
risk of ordinary shares: the expectation of large 
and relatively stable profits. Although White- 
head does not explicitly discuss the expected 
riskiness of ordinary shares, he was only pre- 
pared to accept that they “... may be termed the 
speculative class of Railway Stocks ...” (1847, p. 
5, emphasis added). As he said, “The dividends 
on the Funds are provided for out of public 
taxes; the Dividends on the Guaranteed Railway 
Stocks are provided for out of the revenue of the 
Guaranteeing Companies ...” (Whitehead, 1847, 
p. 7), strongly implying that, in his opinion, the 
basis for judging the expected risk of railway 
“revenues” was the risk of dividends from the 
Funds. Accountant William Quilter appeared to 
have a similar point in mind when, as we saw 
earlier, he said that if railways followed a uni- 
form and properly audited system of accounts, 
“railway investment” would be “just as good as 
consols”. Quilter makes no distinction between 
guaranteed and ordinary shares. He appears to 
be referring to the risk of the total expected pro- 
fit stream from railways. As he explained, with 
adequate published accounts an investor could 
“ fudge what the future prospects were likely 
to be, ... his probable future dividends” (Mon- 
teagle, 1849, p. 220). In other words, when in- 
vestors understood the potential earning power 
of the railways, they would see a relatively sec- 
ure future for their “investment”, in whatever 
form that took. His view was accepted by the 
Monteagle Committee. It also appears to have 
been the view of Thomas Hutton, who also 
makes no distinction between guaranteed and 
ordinary shares. In evidence to the Committee, 
‘ Hutton saw “... no reason whatever why Railway 
shares should not eventually become as market- 
able as Exchequer Bills” (Monteagle, 1849, p. 
481). Consols and Exchequer Bills have a beta 
approaching zero. 

Assuming that excess returns on the market 
from the middle of the nineteenth century were 
broadly equivalent to those earned in the twen- 
tieth, if U.K. railways did have a low beta average 
annual returns of 4.5% to 6.5% from 1850 to 
1875 cannot be dismissed as obviously “poor”. 
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Obviously, the lower (higher) the excess return 
on the market; the lower (higher ) the beta, and the 
later (earlier) the permanent investment was 
made, the more satisfactory (unsatisfactory ) are 
the returns likely to have been. However, until 
adequate empirical estimates of these and other 
variables are available which show that the re- 
turns from railway investment were unsatis- 
factory, the swindle hypothesis cannot be 
dismissed on the grounds that no motive 
existed to deliberately understate railway 
profits after the “mania”. 


CONCLUDING REMARKS 


The objective of this paper has been to investi- 
gate the social and political functioning of ac- 
counting for the early U.K. railways. Several 
scholars have suggested that within capitalism 
accounting could be expected to be implicated 
in the distribution of income, wealth and power. 
Given the scale of the investment involved in 
creating the U.K. railway system; the extensive 
production and publication of financial reports; 
and the classes represented by the initial inves- 
tors, the potential clearly existed for major redis- 
tributions of income, wealth and power in which 
accounting could be implicated. The swindle 
hypothesis suggests that this potential was fully 
realized. In short, that the accounts published by 
railway companies were deliberately manipu- 
lated as part of an orchestrated scheme perpet- 
rated by the “London wealthy” on the manufac- 
turing and middle classes, who were lured into 
investing in railways during the “mania”, and 
were forced to sell out at a loss. Only such a 
grand scheme seems to do justice to Marx’s de- 
scription of the railway “mania” as the “great 
railway swindle”. 

However, although such evidence as is avail- 
able appears consistent with the swindle hypo- 
thesis, there are many questions to which more 
detailed answers are required. In broad terms, 
there is firstly a need for research by accounting 
historians providing more systematic and com- 
prehensive analyses of (a) the extent and ways in 
which the financial reports of railway companies 
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were manipulated, (b) the information available 
to, and used by, wealthy and middle class inves- 
tors, (c) the returns required on investment in 
raitway shares, and (d) the returns expected and 
actually achieved. Secondly, there is a need for 
further economic, social and political research 
on the motives of the Government, its suppor- 
ters, the London wealthy, and railway directors 
and promoters, and relationships between them. 

However, regardless of the evidence, and leav- 
ing aside the inherent difficulties of historical re- 
search, some may feel inclined to dismiss the 
swindle hypothesis as an inherently implausible 
“conspiracy theory”. The assumptions which ap- 
pear to underlie such a view are (a) that large- 
scale conspiracies are unlikely, and (b) if they 
occur, are difficult to substantiate as the particip- 
ants have incentives to maintain secrecy. These 
assumptions presuppose a conspiracy of indi- 
viduals secretly co-ordinating their behaviour. 
Large numbers of individuals are difficult to co- 
ordinate, and small numbers of individuals can 
keep a secret. However, the swindle hypothesis 
presupposes a social conspiracy, Braudel’s “ac- 
tive social hierarchy” which dominated the de- 
velopment of capitalism from the fourteenth 
century. Social conspiracies of the type 
suggested by the swindle hypothesis are not 
_ only feasible but, except perhaps for the roles of 
key individuals, are not “secrets”. To Braudel 
they are the defining characteristic of capitalism. 
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In his view, capitalism acts consciously, and it 
acts strategically: “Capitalism did not take up all 
the possibilities for investment and progress that 
economic life offers. It was constantly watching 
developments in order to intervene in certain 
preferred areas — in other words, it was both 
sufficiently informed and materially able to 
choose its sphere of action” (Braudel, 1985, vol. 
2, p. 400). There is evidence which suggests that 
the London wealthy were sufficiently informed 
about railway finances, and little doubt that “... 
its dominant social position, ... the weight of its 
capital resources, ... its Communications net- 
work, and ... links which create between mem- 
bers of a powerful minority —- however divided 
it may be by competition — a series of unwritten 
rules and personal contacts” (Braudel, 1985, vol. 
3, p. 622), gave it the material means to acquire 
the railways on favourable terms. 

Acceptance or rejection of the swindle hypo- 
thesis may, therefore, depend more on an indi- 
vidual’s conceptions of the nature of the social 
world than on the weight of evidence adduced. 
However, a more convincing alternative to the 
interpretation of accounting of the early U.K. 
railways is necessary before it is rejected. Al- 
though on the basis of the evidence currently 
available the swindle hypothesis could not be 
unequivocably accepted, there is at least suffi- 
cient for it to be on the research agenda of ac- 
counting history. 
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Abstract 


Accounting reports have been depicted in the literature as ideological, conflict-resolving practices in 
capitalistic society. Employing insights from critical theory, this theme is developed in the present analysis 
through a theorizing of the conflict-enhancing potential of accounting, particularly in a crisis situation. 
Accounting is understood to possess an aura in the context of the hegemony of capitalist society which, on 
its transformation, can engender consequences disturbing rather than stabilizing for a prevalent capitalistic 
order. An illustration is provided through an analysis of developments in Germany up to the aftermath of 
the First World War. The awareness created by the theoretical analysis hopefully serves to enhance the 


social analysis of accounting. 


There is now an awareness in the accounting lit- 
erature that accounting is a mutable phenome- 
non which interrelates with the broader socio- 
political and economic context of which it is 
part (see, for example, Hopwood, 1983, 1987; 
Burchell et al., 1985; Lehman & Tinker, 1987). 
Yet there has still been little research concerned 
with elaborating upon the implications of this 
mutability and the potentialities it suggests. 
Moreover, few studies have explored it through 
a theorizing of substantive empirics. It is argu- 
ably at least partly for such reasons that a shal- 
lowness has faced those researchers concerned 
with theorizing accounting change (Hopwood, 
1987). 

It is appreciated in the literature that, as well 


as being reflective of their politico-economic 
context, accounting representations have politi- 
cal and economic consequences (Tinker, 1980; 
Burchell et al, 1980, 1985; Cooper, 1980; 
Cooper & Sherer, 1984; Berry et al., 1985; Hop- 
wood, 1985, 1987; Loft, 1986; Hoskin & Macve, 
1986; Miller & O’Leary, 1986; Lehman & Tinker, 
1987; Tinker & Neimark, 1987). Many research 
contributions adopting such a stance place a 
stress on the significance, role and position ofac- 
counting in helping to sustain the basic features 
of capitalist society. Accounting is treated in this 
regard as effectively serving its underlying polit- 
ical hegemony. Underlying tensions in the 
capitalistic socio-political context are per- 
ceived, under a broadly hegemonic perspective 


*The financial support of the Accounting History Society is acknowledged. The Accounting History Society helped finance 
one of our stays in the FRG, where we were also made welcome in the Daimler-Benz archive in Stuttgart. Helpful comment 
has been received from many sources including Michael Bromwich, Anthony Hopwood, Mike Power and other colleagues 
at the London School of Economics and Political Science, David Forrester, Cheryl Lehman, Tony Lowe, Marilyn Neimark, 
Tony Tinker and participants at the Gregynog accounting colloquiums of the University of Wales in 1986 and 1987, especially 
Dick Edwards, and at the 2nd Interdisciplinary Conference in Accounting held at the University of Manchester, 1988. 
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(Richardson, 1987), to be partly resolved 
through accounting’s operations: either through 
the displacing of certain perceptions of business 
activity (e.g. perceptions of relations of exploita- 
tion and alienation) or through positively 
legitimating capitalist institutions (c.f. Cooper, 
1980; Cooper & Sherer, 1984; Berry et al., 1985; 
Tinker, 1980, 1985; Tinker & Neimark, 1986, 
1988; Lehman & Tinker, 1987; Richardson, 
1987; Tinker et al., 1988). Tinker & Neimark 
(1987) have, for example, sought to de- 
monstrate: 


the active part that reports may play in sociai conflict, by 
showing how the documents may downplay, re-interpret 
and re-construct a history of social and economic events. 
Most important, the terrain of social scrutiny and reflec- 
tion that existing reports displace — the agendas they 
preclude — constitutes their most effective censoring 
function. 


The institution of accountancy practice in 
capitalist society has come to be viewed as an 
ideological state apparatus, helping the 
hegemony of the capitalist State to reproduce 
the political structure (c.f. Hall, 1982, for the 
employment of the theoretical construct of 
ideological state apparatus and of the concept of 
hegemony in sociology; Tinker et al. (1988) for 
an application in the social analysis of account- 
ing; and Gramsci (1971) for a theoretical elab- 
oration). Prevalent accounting is understood as 
helping the state resolve conflicts on behalf of 
capital by displacing alternative accountings 
(such as strictly regulated forms of social ac- 
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counting), underplaying social tensions and 
legitimizing underlying capitalistic property 
rights (c.f. Cooper & Sherer, 1984; Tinker, 1985; 
Lehman & Tinker, 1987). 

In contrast to such a theoretical stance, the 
view that accounting can potentially disturb the 
Capitalist system has scarcely been touched 
upon in the literature to date. Here, while sup- 
porting the theoretical view that accounting has 
ideological consequences, we wish to refine this 
perspective in arguing that accounting can also 
come to be conflict-enhancing for capitalist soc- 
iety. 

In the literature, it has already been noted that 
accounting’s ideological consequences are influ- 
enced by the way accounting is perceived. For 
example, it has been suggested that the ideology 
of accounting can be made more productive and 
effective through accounting’s apparent neutral- 
ity and independence (Lehman & Tinker, 1987; 
Tinker et al., 1988). In seeking to demonstrate 
the conflict-enhancing potential of accounting 
in society, we elaborate in greater depth upon 
those properties of accounting — including 
accounting’s perceived neutrality and indepen- 
dence — which influence the nature and effec- 
tiveness of accounting’s functioning as ideology. 
For these purposes we term such properties the 
auratic properties of accounting. And we intro- 
duce into the literature a substantive theoretical 
elaboration of the concept of the aura of ac- 


‘counting as the summary concept of such aura- 


tic properties.' We reinterpret aspects of the 
Critical Theory of the Frankfurt School so as to 


! Thus, in general terms, we could define the aura of a social phenomenon (such as accounting) as the “picture” or “image” 
that is created in the mind of a person (or in society) by the phenomenon, or, as the way in which the phenomenon is 
perceived (received by) or is understood by a person (or society) — its historically constituted perception. Given the 
epistemological and ontological perspective of the Frankfurt School, evidenced by their analysis of phenomena in terms of 
the irreducibility of subject and object and their view that social phenomena are neither subject nor object but object— 
subject (c.f. Adorno, 1967; Marcuse, 1968), these two definitions are consistent with each other. For our purposes, the 
definition of aura can be collapsed into the way in which a phenomenon is perceived or understood in society for ease of 
exposition. 

It is also helpful to clarify somewhat the relationship between the two concepts of aura and ideology. Ideology is a concept 
which has been interpreted in several ways in the “social science” literature (see Therborn, 1980; Abercrombie et al., 1983; 
Williams, 1981, pp. 26-30; Thompson, 1984). This is reflected in the accounting literature, where ideology has 
been understood in the more orthodox Marxist sense of false consciousness and as a “fetishism” (Haslam, 1986) 
and in the Althusserian sense of ideology as commonsense understandings (c.f. Althusser, 1971) (see, for example, 
Tinker et al, 1988). Some writers might even argue that accounting has an “ideology” of neutrality and objectivity which in 
turn makes more effective its “ideology” (its ideological consequences) and impacts upon a broader “ideology” (macro- 
ideology) which also forms a significant element in its broader context. This can be confused and confusing in social analysis 
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better theorize the concept of aura in the case of 
accounting, ie. to elaborate upon the nature of 
the accounting aura, how such an aura is consti- 
tuted and what consequences it has in society. 
We employ the School’s analysis to demonstrate 
that accounting, through the transformation of 
its aura, can come to engender ideological con- 
sequences which are conflict-enhancing rather 
than conflict-resolving for capitalism. We illus- 
trate the theoretical perspective through an 
analysis of some substantive empirics: the case of 
accounting in Germany up to the immediate 
aftermath of the First World War. 


INSIGHTS FROM CRITICAL THEORY 


We share the view (Laughlin, 1987; Laughlin 
& Lowe, 1988) that drawing from the insights of 
the Frankfurt School of Critical Theory can en- 
rich the social analysis of accounting. The 
Frankfurt School explored the ways in which so- 
cial phenomena interact with their broader con- 
text and in the course of their interdisciplinary 
research members of the School conducted 
analyses of a wide range of social phenomena. 
Theorization of any particular social phenome- 
non can be informed by and arguably continues 
the critical theoretical project (c.f. Held, 1980, 
p. 78; Jay, 1973). 

In our particular concern to gain further in- 
sights into the auratic properties of accounting, 
we were drawn to the School’s writings about 
the representational social phenomenon of art. 
Therein a related concept of aura is also elabo- 
rated — in terms of socio-political analysis of the 
type we seek to employ here for the case of ac- 
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counting (c.f. Benjamin, 1973; Marcuse, 1968, 
1972, 1979; Lowenthal, 1944; Horkheimer, 
1941; Horkheimer & Adorno, 1972; Adorno, 
1945, 1967, 1974). The theory of art developed 
by the School provides a good basis for elaborat- 
ing a theory of accounting, itself a social 
phenomenon. Accounting and art have much in 
common with each other (and with other social 
phenomena). For example, Löwenthal (1944) 
has pointed out that art can be understood as a 
code language for social processes, as can be 
argued for accounting (c.f. Burchell et al., 
1980). And both accounting and art take a rep- 
resentational form. Further, through their in- 
teraction with their social contexts, art and ac- 
counting come to be perceived in particular 
ways so that both possess related auratic proper-: 
ties and engender related ideological con- 
sequences. Despite the complexity of the theore- 
tical writings of the critical theorists on art (cf. 
Habermas, 1983a, b) it is hence worthwhile 
attempting to unravel how the School has theorized 
the nature of art’s aura, the way it is constituted, the 
consequences it engenders, how it might trans- 
form and what is at stake in its transformation.” 

The School's writings suggest that prevalent t 
art representations are understood to be “au- 
thentic” and to reflect a “reality” worked out 
through the highest of cultural principles. Such 
perceptions of art in society are art’s auratic 
properties according to the School’s under- 
standing. The School concentrates on the con- 
stitution of such properties and the modification 
thereof in the specific historical period of 
capitalism. 

Critical Theory maintains that the auratic 
properties of art are socially constituted and 


(cf. Williams, 1981, p. 207) (see the rationale for the distinction between “artistic forms” and “belief systems” as two 
separable if interrelated concepts in Williams (1981, pp. 26-30)). We are focusing upon a particular aspect of the process 
through which accounting comes to have ideological consequences. We treat the concepts of aura and ideology separately 
in this regard, as does Eagleton (1976, 1981). The focus upon the concept of aura should help the reader appreciate the sense 
in which it can also be seen as a separable concept in terms of the particular nature of the insights which it reveals. Our 
approach is a reinterpretation of the theoretical position of the Frankfurt School, particularly Benjamin. For a very rich and 
modern analysis of Benjamin and his concept of aura, as applicable in literary theory and criticism, see Eagleton (1981, 
especially p. 28). 

? Of the critical theorists only Benjamin employed the term “aura” in theorizing art in society. Horkheimer & Adorno, 
however, used the terms “form” and “style” in elaborating upon the same concept. And while Marcuse does not appear to have 
used any particular term he does set out a theoretical position upon the concept (c.f. Benjamin, 1973; Horkheimer & 
Adorno, 1972; Marcuse, 1972). 
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constructed (c.f. Horkheimer & Adorno, 1972; 
Marcuse, 1972; Benjamin, 1973). Benjamin 
(1973) argued that these properties, for 
prevalent art representations, are constituted 
through rituals and traditions embedded in soci- 
ety and through practices associated with the 
specific historical context of capitalism. He 
argued that the aura was partly constituted 
through its “distance” from people — i.e. that 
people accepted prevailing art’s authenticity 
because aspects of it (e.g. the mode of its con- 
struction, the meaning of the artist, all the par- 
ticularities of its content) were generally dimly 
understood and thus art was in this sense distant 
from its audience (Held, 1980, p. 87; Benjamin, 
1973). Adorno, Horkheimer and Marcuse 
suggest (as we expand upon later) that the aura 
of art can be further constituted and enhanced 
by conscious intervention e.g. by the state (Mar- 
cuse, 1968; Horkheimer & Adorno, 1972). 

The argument that emerges from the School’s 
analysis is that the auratic properties of art in the 
historical period of capitalism generally engen- 
der ideological consequences which help to re- 
produce the capitalistic system of power rela- 

»tions. Adorno & Horkheimer argue that art 
which possesses authenticity under capitalism 
conveys a “harmonising illusion” which en- 

- hances the stability and reproducability of the 

broader political system through the ideological 
control of the masses (Adorno, 1945; Hor- 
kheimer & Adorno, 1972). Similarly, Marcuse 
placed strong emphasis on the prevailing con- 
flict-resolving power of art — art as “negation” 

— in capitalist society. He maintained that there 

was a “repressive familiarity” with a given world 
of objects in the public realm, which effectively 

served to reduce social critique (Marcuse, 1972, 

pp. 103-104; Habermas, 1983b, p. 166). This 

“repressive familiarity’ was held together by 

“harmonising illusions”. He attacked the “affir- 

mative character of the beautiful illusion” as the 

“ideological element” in bourgeois art (Haber- 

mas, 1983a, b, pp. 166-169). Benjamin stressed 
that art acted as an (“almost magical” ) authority 
in the public realm and thus had ideological con- 
sequences (Benjamin, 1973). Its auratic proper- 
ties left it accepted (i.e. unchallenged) in the 


SONJA GALLHOFER and JAMES HASLAM 


public realm. Thus, although the phenomenon is 
“distant” from the public it is “close” in having ef- 
fects upon the public, i.e. art possesses a “unique 
phenomenon of a distance however close it 
may be” (Held, 1980, p. 87; Benjamin, 1973). 

A crucial feature of the School’s analysis is that 
the auratic properties of art are not immutable. 
The aura of art can transform and engender dif- 
fering ideological consequences. Horkheimer & 
Adorno (1972) maintain, for example, that art 
representations embody the potential to suggest 
“reality” as a contested field, possibly stimulating 
critical faculties and creating an awareness and 
theorizing of social contradictions and an- 
timonies (Adorno, 1945, p. 678). Art could thus 
come to pose a “non-identity” of “alternative 
realities” to a prevalent materialistic society, Le. 
a “negation of negation” (Held, 1980, p. 81; 
Adorno, 1967, p. 23, 1945, 1974; Horkheimer, 
1941; Horkheimer & Adorno, 1972). On the “ne- 
gation of negation” art might play its part — in- 
tendedly or otherwise — as a radical praxis, ulti- 
mately threatening extant socio-political struc- 
tures and institutions. Marcuse, similarly, under- 
stood bourgeois art to include a dialectical prop- 
erty whereby the “beautiful illusion” also tended 
to enhance historical demands for emancipa- 
tion. The portrayal of liberal ideals preserved 
such demands in bourgeois culture. Marcuse 
also argued that the conflict-resolving power of 
art could be dissolved by socio-political action. 
Art might then play a role in revolutionizing the 
stunted sensuality and repressive structuring of 
the drives and instincts which had been engen- 
dered by capitalism (Marcuse, 1968). 

Benjamin (1973) perceived the aura of art to 
be conflict-resolving so long as it was preserved 
in a particular -historical set of conditions. 
Adorno, Horkheimer, Lowenthal and Marcuse 
maintained that the conflict-resolving role of art 
had been enhanced in the context of the dy- 
namic socio-political changes reflected in the 
transition to the age of mass culture. They held 
that the new products of mass culture served to 
enhance political control and to cement mass 
audiences to the status quo (Horkheimer, 1941; 
Lowenthal, 1967; Adorno, 1967; pp. 147—172; 
Marcuse, 1966, 1968, 1972; Habermas, 1983a, p. 
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139; Held, 1980, pp. 89-109). Adorno (see espe- 
cially Adorno, 1938) also felt that the more se- 
vere became the difficulties of reproducing con- 
temporary society, the stronger became the gen- 
eral tendency to sustain the existent through 
mass culture and all other means. Benjamin, in 
contrast, argued that these dynamics held out a 
greater possibility of radical change (Benjamin, 
1973). Thus, Benjamin’s theory might be par- 
. ticularly distinguishable in a crisis context. For 
Benjamin, the age of mechanical reproduction, 
associated with the development of mass cul- 
ture, “shattered” the aura of authenticity, since 
art became regarded as transitory and reproduc- 
ible (Benjamin, 1973 ). Reified notions of histor- 
ical taken-for-granted continuities were thus 
“shattered”, as art shifted from harmonizing con- 
sequences to a more explicit politicization in the 
public realm, engendering radical conse- 
quences, which Benjamin put dramatically: 
The instant the criterion of authenticity ceases to be 
applicable to artistic production, the total function of art 
is reversed. Instead of being based on ritual, it begins to 
be based on another practice — politics (1973, p. 224; 
quoted in Held, 1980, p. 87). 

In this context we might cite Habermas’ in- 
terpretation of Benjamin: 

Benjamin is acquainted with a continuity that, in its linear 

progress, breaks though the cycle of natural history and 

thereby menaces the lastingness of tradition. This is the 
continuity of demystification, whose final stage Benjamin 

diagnoses as the loss of Aura (1983a, p. 139). 

In the demystification process, the aura is trans- 
formed, engendering radical developments: 

In a succession of discrete shocks, the art work deprived 

of its aura releases experiences that used to be enclosed 

within an esoteric style (1983a, p. 133). 

Benjamin (1973) interpreted the auratic 
threat through art broadly, as part of a larger 
threat to the political structure. The following 
quote from Benjamin underlines this: 
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what is really jeopardized when the historical testimony 
is affected is the authority of the object (1973, p. 223). 


And, further, Benjamin (1973) held that the de- 
velopment of a mass culture enhanced the po- 
tential consequences of the “shattering” of the 
aura in engendering radical change. The poten- 
tial for shifting the consciousness of the masses 
was Clearly enhanced. Instead of being “fooled” 
into accepting a hierarchical power structure 
“imposed” in the social realm, the shattering of 
art’s aura might lead to people developing a con- 
sciousness of a much more “universal equality” 
in the social realm. This could lead to political 
action (Benjamin, 1973). 


THE AURA OF ACCOUNTING 


Having elaborated briefly upon the Frankfurt 
School’s theorizing of the auratic properties of 
art, we can proceed to delineate a theory of the 
accounting aura.” What is the general nature of 
the aura of accounting in Capitalist society? How 
is such an aura constituted? What consequences 
emanate from this aura? Might such an aura 
transform (or be transformed)? What is at stake’ 
in its transformation? In the following we attempt 
to address such issues in elaborating a theory of 
the aura of accounting in capitalist society. 

Arguably, the accounting representation is 
perceived in the public realm of capitalism to be 
neutral, objective (“true”) and independent. 
And it seems that it is also understood to have 
been arrived at in accordance with learned prin- 
ciples which have been fairly applied (c.f. 
Knghts & Collinson, 1987; Lehman & Tinker, 
1987; Tinker et al., 1988). Drawing upon the 
analysis of the Frankfurt School, we maintain 
here that these aspects of accounting are its 
major auratic properties under capitalism.‘ 


* At this stage we elaborate upon the accounting aura in relatively general terms. We offer a more specific analysis in 


theorizing the substantive empirics of the paper. 


á It is interesting to note that the current wording of the audit report in the U.K. actually highlights some of these auratic 
properties. For example, an unqualified report refers to the accounts giving a “true and fair view” and all reports for limited 
companies are signed by a “qualified” auditor who audits in accordance with “approved auditing standards”. Lehman & Tinker 
(1987) point out that, in the modern context, professionalism, public interest, independence and objectivity are vital 
weapons used by the accountancy profession to promote its own distributional advantage. Such terms also have a wider 


significance as treated in this study here. 


492 


A critical theoretical analysis suggests that the 
aura of accounting is constituted by a range of 
factors, some of which stem from deeply embed- 
ded cultural traditions and values, others of 
which are much more clearly influenced by 
specific features of the historical context of 
capitalism (c.f. Benjamin, 1973). Conceivably 
for example, the presentation of accounts as “T” 
form balancing statements made up of “facts and 
figures” (suggesting objective and “hard” count- 
ing) has contributed to the significance of ac- 
counting representations in society (c.f. Aho, 
1985, who suggests that double-entry book- 
keeping helped to legitimate business activity). 
The balanced “T-form” statement could even be 
taken to parallel the “scales of justice” as a sym- 
bolic form. Further, statements in which the 
“facts and figures” are set out in money form may 
be given added significance in capitalist society, 
a society where money is important and has to 
be carefully controlled.” The production or au- 
thorization of accounts by people regarded as 
“experts” also would seem to add to the weight 
given to the accounting representation in soci- 
ety. And, the notion that experts are “profession- 

als” arguably further bolsters the authority of the 
accounting representation in the public realm. 
Where such professional experts are understood 
additionally to draw upon a “knowledge base” 
this conceivably contributes even more to the 
constitution of the accounting aura. 

Moreover, of particular significance in con- 
stituting the aura of accounting is arguably the 
support given to the accounting representation 
by the state and the law. This would be the case 
where the capitalist state, its legislation and the 
law generally are themselves understood as 
legitimate, which they must generally be to 
some degree in the public realm of many forms 
of capitalist society. The state can create ac- 
counting legislation. The law courts can 
legitimize accountings by, for example, deeming 
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particular accounting principles to be fair or ap- 
propriate and by relying on accounts as legal evi- 
dence. Law-or the quasi-law decisions of a body 
governed by a group from among the ranks of 
“accounting professionals” can serve to legitimize 
accountings. All these factors conceivably contri- 
bute to the constitution of the accounting aura. 

In agreement with some contributors to the 
accounting literature, and with the Frankfurt School 
in their perspective upon social phenomena in 
capitalist society, we understand that the 
authority given to accounting through its consti- 
tuted aura generally helps to reproduce the 
capitalist system (Tinker & Neimark, 1986; 
Lehman & Tinker, 1987). This is partly because 
the aura of prevalent accountings under 
capitalism enhances conservative ideological 
forces. For example, this aura engenders an un- 
questioning acceptance of prevalent accounting 
numbers as conveyors of an unproblematic, con- 
crete and “valid” message. And where such tech- 
nical expertise is associated with “profession- 
als”, who hold themselves out as being indepen- 
dent and honest in conduct, accounting argu- 
ably gains the broad trust of many people. The 
technical and expert language in which account- 
ing is couched allows a boundary to be drawn 
around it preventing broader access to its com- 
prehension. Thus prevalent accountings dis- 
place alternative accountings which might trans- 
form the consciousness of many social actors 
and perhaps contribute to a challenging of the 
capitalist system of power relations (c.f. Lehman 
& Tinker, 1987). They also help to legitimize 
capitalist property relations, for example, by al- 
lowing for flexible representations of “profit” 
and by reinforcing notions of labour as a “cost”. 
They can steer the perception of what is and is 
not deemed important in society. 

Thus accounting, like art, can be “distant” 
from the public in that only a very limited under- 
standing of its particular nature (as a “product of 


` The attachment of a perceived sound and authentic representation to accounting in this sense has been seen to be directly 
of significance as a prescriptive characteristic of information in a capital markets context by writers in accounting and finance 
(c.f. Graham et al., 1962, p. 28; Solomons, 1986; Foster, 1986). These writers refer to the aura of accounting without elabo- 
rating upon what they mean in using this term. Accounting’s representation as sound and authentic is indirectly invoked as 
effectively engendering ideological conflict-resolving and legitimating consequences in terms of socio-political stability in 
such diverse contributions as Solomons (1978) and Tinker et al. (1988). 
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-~ technical expertise”) might prevail in the public 
realm (where it might be mystifying to some ex- 
tent, c.f. Haslam, 1986). Yet at the same time it 
might be “close” to the public in that the 
politico-economic consequences of accounting 
can bear directly upon them (c.f. Benjamin, 
1973). The aura of accounting thus arguably 
contributes to the power of accounting in the 
broader public realm as well as within particular 
organizations (c.f. Knights & Collinson, 1987). 
Accounting is thus respected and has greater in- 
fluence in mediating social action. It can help 
to better legitimate and drive decisions with 
politico-economic consequences which in 
themselves are controversial in nature (c.f. 
Berry et al., 1985). 

Accounting’s aura (like that of art) can argu- 
ably be transformed in society. In the context of 
a Crisis situation in particular the auratic proper- 
ties of accounting might come to be more fragile 
and be “shattered”, i.e. transformed. Accounting 
practices could be demystified and the “har- 
monizing illusion” unmasked (c.f. Horkheimer, 
1941, pp. 292—295; Habermas, 1983a, b). Ac- 
counting could conceivably come to be seen, 
for example, as a gross, crude and deceitful rep- 
resentation. Accounting might then no longer be 
taken-for-granted. The transforming of the aura 
would arguably bring about a broader public 
awareness of accounting as a political phenome- 
non with an effective role in, for example, 
legitimizing a particular pattern of wealth dis- 
tribution or helping resolve distributional con- 
flicts in favour of capital (Tinker, 1980; Cooper 
& Sherer, 1984; Lehman & Tinker, 1987). And 
we suggest that there is also the possibility of the 
aura of accounting being enhanced or trans- 
formed through conscious intervention e.g. by 
the state, by preparers of accounts and by other 
political groups in society. 

Where the aura of prevalent accounting under 
capitalism is transformed, we maintain that 
ideological consequences disturbing to the 
capitalist system could be engendered. The mis- 
trust created by the shattering of an aura of neut- 
rality or fairness, for example, might lead to a 
broad challenge to the legitimacy of other in- 
stitutions, including the state itself (c.f. the 
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employment of Benjamin’s ideas by Arato, 1977; 
Paetzoldt, 1977 in this context). What was previ- 
ously conflict-resolving becomes conflict-en- 
hancing for capitalist society. A phenomenon 
which is significant in conflict-resolving because 
of the great trust invested in it could become just 
as significant in conflict-enhancing where that 
great trust is lost. And as Benjamin noted for the 
case of art, the effect of such consequences 
might be more significant where accounting had - 
previously come to be a widely communicated 
and received phenomenon in society (e.g. 
where accounting is disclosed through mass 
media such as the newspapers) (Benjamin, 
1973). l 

Having set out a theoretical perspective upon 
the accounting aura, we now proceed with an 
empirical illustration: a social analysis of ac- 
counting’s aura in Germany up to the aftermath 
of the First World War. The illustrated analysis 
offered is of a transformation in the accounting 
aura in a crisis context, based in the environ- 
ment of Germany towards the end of the First 
World War and its immediate aftermath. Clearly, 
a study of the accounting aura in a crisis context 
should enhance our understanding of account-, 
ing in the critical theoretical terms we have so 
far elaborated. After setting out the nature of the 
crisis context, this empirical illustration is then 
elaborated through historical analysis of the so- 
cial location of accounting at the outset of the 
War. Next, we concentrate upon interpreting 
subsequent developments, particularly around 
the end of the First World War, the period of 
crisis in which the capitalistic pattern of power 
relations was threatened. The study goes on to 
suggest that the insights gained from the analysis 
are relevant to understanding and acting upon 
accounting today. 


GERMANY: THE CRISIS CONTEXT 


Most commentators agree that the occurr- 
ences in Germany in and around 1918 reflected 
a crisis context (as argued in the varied 
sources of Bartel, 1958; Emmerich, 1975; 
Ryder, 1967; Baudis & Nussbaum, 1978; Har- 
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dach, 1980; Harman, 1982; Hortzschansky, 
1978; Internationaler Arbeiter, 1929; Rosen- 
berg, 1936; Vincent, 1985). During this period, 
Germany passed through a revolutionary situa- 
tion characterized by mass strikes, demonstra- 
tions and the eventual overthrow of the monar- 
chy (Ryder, 1967; Harman, 1982; Inter- 
nationaler Arbeiter, 1929; Hortzschansky, 
1978). The consequences of these historical de- 
velopments were crucial for the subsequent his- 
tory of the twentieth century (Harman, 1982; 
Ryder, 1967), and they provide a particularly ap- 
propriate context for the study of the operation 
of the accounting phenomenon within a society 
under crisis. In order to appreciate the chosen 
setting, it is helpful, after further elaborating 
upon the nature of the crisis context, to briefly 
underline its significance in terms of a broader 
historical perspective before then locating ac- 
counting and its auratic dimension in the previ- 
ously relatively stable environment up to the 
outset of the war. 

As the First World War drew to its close, many 
people in Germany were experiencing poverty 
as well as, in many cases, personal loss (Ban- 
khaus Gebr. Arnhold, 1917; Ryder, 1967; Har- 
dach, 1980; Hortzschansky, 1978; Inter- 
nationaler Arbeiter, 1929, pp: 123—126, Vincent, 
1985). Conditions had worsened significantly in 
1916, especially in the winter, although mass de- 
monstrations against hunger had already taken 
place in the summer. The demonstrations of the 
winter of 1916 were against the war policy and 
were led by revolutionary forces in the German 
workers’ movement (Baudis, 1978, pp. 283- 
298; Bartel, 1958, p. 331). 

The latter period of the First World War in 
Germany was also witness to mass political 
strikes (Kuczynski, 1982, pp. 447-464; 
Hortzschansky, 1978, pp. 28—34). The first anti- 
war strike had been promoted in 1915 by the 
Spartacists, a radical socialist movement (Bartel, 
1958, pp. 430—450). There were subsequently 
many strikes around June, 1916 and there de- 
veloped a mood for revolutionary change 
(Baudis & Nussbaum, 1978; Bartel, 1958, p. 
313; Emmerich, 1975, p. 157). The first mass 
strike of workers from the war factories — sig- 
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nificantly heightening tensions — occurred in 
April 1917. The demonstrations and strikes were 
particularly threatening to the political system 
given the close relationship between the state 
and major industries (Blaich, 1979). The Russian 
revolution of 1917 was a further spur to revolu- 
tionary activity in Germany and this was most 
evident in the mass strikes of January, 1918 
(Baudis, 1978, p. 330). It is thus generally agreed 
in the literature that there was a significant 
threat of revolution at this time (c.f. Harman, 
1982; Ryder, 1967). 

Workers’ and soldiers’ councils, inspired by 
the Russian revolution and the emergence of the 
Soviet Union, were established after the war and 
many hoped to see the coming of a socialist re- 
public as advocated by Rosa Luxemburg and 
Karl Liebknecht, leaders of the Spartacists (c.f. 
Ryder, 1967; Rosenberg, 1936). The “majority” 
Social Democrats gained power, however, over 
the more radical revolutionary movements. This 
led to the establishment of a liberal democracy 
which, while representing a significant change 
from the previous political system, was still 
capitalist. Parliamentary democracy restored a 
broadly conservative realignment in Parliament. 
The attempts at socialist revolution had failed as 
such, although some relatively dramatic changes 
had occurred (including the extension of cer- 
tain labour rights (c.f. Grebing, 1985 )). 

That the events in and around 1918 consti- 
tuted a crisis context can be further illustrated 
by noting that prior to the war, Germany had 
emerged as one of the most powerful and stable 
capitalist nation states in the world (Mommsen, 
1986; Baudis & Nussbaum, 1978; Fischer, 1984; 
Harris, 1975). The rapid development from an 
early capitalist and, compared to Great Britain, 
industrially backward, state, to a capitalist system 
of a highly organized form had been a major 
economic development (Anderson, 1979; 
Mommsen, 1986; Fischer, 1984; Winkler, 1979). 
Moreover, Germany was subsequently exemplary 
for other industrializing nations. Japan, for example, 
previously much influenced by Great Britain, had 
become much more strongly influenced by the 
advantages offered by the “German model” of 
industrialization towards the end of the nine- 
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teenth century (Ikeda et al, 1970). The 
Japanese also followed Germany in their com- 
mercial law. The German drive to industrialize 
was fostered by the state, especially subsequent 
to German unification in 1870. The mid 1870s 
saw the growth of the modern welfare state with 
taxation being raised for welfare projects. By the 
end of the nineteenth century Germany domi- 
nated many world export markets (Mommsen, 
1986; Fischer, 1984; Baudis & Nussbaum, 1978; 
Ryder, 1967). The outcome of the First World 
War came as a threatening disturbance to these 
trends. 


THE HISTORY OF ACCOUNTING IN 
GERMANY PRIOR TO THE WAR: THE 
CONSTITUTION OF THE AURATIC 
DIMENSION 


It is crucial to gain an understanding of the 
constitution of the aura of accounting prior to 
the crisis engendered in the war years. This al- 
lows us to more clearly appreciate any transfor- 
mations of the aura in crisis. In what follows, 
some key developments in the history of ac- 
counting in Germany are interpreted as con- 
Sstituting its aura, i.e. its perception as a neutral, 
objective, independent and fair representation. 
It becomes clear that such an aura was in place 
by the start of the war. Accounting was sup- 
ported by the state and had legal authority. 
Moreover, in this context, a concept of secrecy 
was given legitimation as a worthy principle 
rather than as‘a malpractice. And the form of ac- 
counts presented in the newspapers and at gen- 
eral meetings of shareholders typically en- 
hanced their aura. Additionally, accounting had 
become associated with a body of knowledge 
and expertise which also helped to bolster the 
accounting aura. 


Accounting as state-supported legal authority® 
Until late into the nineteenth century, there 
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was no unified German state in the legal sense 
but rather a collection of smaller German speak- 

ing states. While vying with each other for polit- 

ical supremacy, however, these states were in- 

creasingly drawn together through a fear of Aust- 
ria—Hungary, through the leading role played by 
the military power of Prussia and through the 
growth of commerce and trade. Further, in 

1834, the Customs Union developed to facilitate 

this process through the harmonization of com- 

mercial practice (c.f. Anderson, 1979, Forrester, 
1984; Vermeil, 1969; Barth, 1953). 

A French influence upon accounting through- 
out what was to become the unified Germany is 
evident before the nineteenth century, and this 
played a crucial role in the establishment of a` 
state-supported legal basis to accounting. In 
bookkeeping practice, French writings, dating 
back to the late seventeenth century, were inf- : 
luential in the development of commercial 
codes governing accounting records. Such de- 
velopments superseded the traditional commer- ' 
cial bookkeeping practices of, for example, the, 
Hanseatic merchants (Forrester, 1984; Barth, 
1953). Napoleonic power over German states, 
including Prussia, reinforced these develop-: 
ments and the Prussian code introduced in 1794 
was Clearly influenced by the French Code Sav- 
ary and the 1673 Ordonnance de Commerce 
(Barth, 1953, pp. 65—66). The French develop- 
ments were motivated by state concerns over 
taxation and credit and the latter concern had 
already suggested conservativism as a principle 
in accounting. In 1807 a variant of the French 
Code de Commerce was adapted in most German 
states. This regulated public companies by 
requiring state permission for their foundation 
(Burchard, 1931). Subsequently, the 1861 Prus- 
sian commercial code (the Allgemeines 
Deutsches Handelsgesetzbuch) became the 
model for the harmonization of accountancy 
practice by companies throughout the German 
Customs Union. Such developments were con- 
sistent with French law in that they were not 


è Althusser (1971) in a well-known definition, treats the state as including all practices with the authority to obtain the 
consent of the people through their appearing neutral and independent. Accounting is integral to such practices but is clearly 


focused upon in relation to broader practices in this study. 
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concerned to require accounting disclosure in 
the broader public realm (i.e. to an audience 
beyond the state and private interests), in sup- 
port of a principle of privacy (c.f. Miller, 1987). 
This French influence represents a key develop- 
ment in the formation of the accounting aura in 
Germany, however, since a relationship be- 
tween the state, legislation and accounting prac- 
tice was effectively established. 

On the unification of Germany in 1871, econ- 
omic policy became the central feature of politi- 
cal debate, the concern to industrialize being 
paramount. Liberals and conservatives consti- 
tuted the two major political forces — though in 
the context of a growing labour movement. 
The liberal years from 1869 to 1873 became 
known as the Gründerzeit — many large 
banks and companies were founded by share 
issue during this period (Hardach, 1980; 
Winkler, 1979). As a result of liberalist pressure, 
a law (the Bundesgesetz über die Komman- 
ditgesellschaften auf Aktien und die Ak- 
tiengesellschaften ) — the forerunner of the Ak- 
tiennovelle (the subsequent public company 
law) — had been introduced in 1870, to revise 
the 1861 code with respect specifically to the 
public companies (Barth, 1953, pp. 71-75). The 
1807 rules requiring state approval of company 
foundation were thereby relaxed (Burchard, 
1931). In this period of capitalist expansion, 
members of the nobility lent support to several 
company formations. Scandals ensued, however, 
as it became apparent that many issues were ex- 
cessively overvalued. This was in the advent ofa 
crash in share prices accompanied by an inter- 
national recession (with harsh consequences fer 
working people — see Grebing, 1985, pp. 52— 
53). It was in this context that a German tradi- 
tion of accounting evolved which was effec- 
tively a further enhancement of the French ap- 
proach — since the state extended its regulation 
of accounting practice. The 1870 code had not 
rigorously specified valuation rules such as re- 
quiring historical cost or forbidding the ‘state- 
ment of investments and stocks at a sum higher 
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than the lower of cost and market value (the 
Niederstwertprinzip). These valuation frame- 
works were subsequently introduced in re- 
sponse to the scandals, in articles 239b and 185a, 
1 and 2 of the 1884 Aktiennovelle (Barth, 1953, 
p. 156; Passow, 1919, pp. 29—30 and p. 59). 

The revised Aktiennovelle-also laid down the 
requirement for public companies to disclose 
accounting statements to the’ public (without 
the need to attach any written report). These 
Statements consisted of a balance sheet and a 
profit and loss account, the latter being based on 
the French law of 1867 (Barth, 1953, pp. 71—75; 
Passow, 1919). Disclosure had to be made 
through newspapers, the major mass media of 
the time. The accounting statements also had to 
be sent to the Trade Registry (Klausing, 1931, p. 
746). If shareholders wanted a copy of the re- 
port, they were entitled to one, two weeks 
before the general assembly of the company 
met. The commercial environment was effec- 
tively made less liberal — with extended public- 
ity requirements, additional legal obligations on 
the part of the managing and supervisory boards 
and regulations giving greater protection to the 
small shareholder (Burchard, 1931, p. 685). The 
shareholders’ rights (e.g. to challenge account- 
ing numbers) at the general assembly were in- 
creased. Such rights from 1884 could be exer- 
cised with just 10% of the shareholders agre- 
eing, which represented a reduction on the pre- 
vious requirement. In addition, any shareholder 
could appeal against general assembly decisions 
(Barth, 1953, pp. 71—75). Thus, by 1884, the 
state-supported legal underpinning was firmly in 
place and accounting communicated to a public 
realm. 

The fuller nature of the developing linkage be- 
tween accounting, law and the state can be ap- 
preciated by focusing upon the relationship be- 
tween taxation, dividends, and the accounting 
representation. Subsequent to the economic dis- 
turbances of the 1870s, a concern of the state 
was to ensure the accumulation of real capital.’ 
It seems reasonable to conclude that the ac- 


7 Althusser (1971) is echoed here, since his analysis saw the state (in its broadest sense ) as being concerned to enhance the 


process of capital accumulation. 


CRISIS ACCOUNTING 


counting report was used, in this context, with a 
view to preventing an excessive distribution of 
capital. This aim was to be achieved by linking 
the dividend to the same accounting numbers 
upon which taxation was based. Hence a dis- 
tribution to shareholders implied a distribution 
to the state, thereby encouraging retentions for 
investment. Thus the tax legislation of 1874 
reinforced a close linkage between tax and ac- 
counting. This linkage has broadly continued up 
to recent times (Beeny, 1975; Wysocki, 1983; 
Nobes & Parker, 1985). 

The dividend was tied to reported profit by ar- 
ticle 217 of the 1884 Aktiennovelle (Barth, 
1953; Passow, 1919). Dividends had a greater 
weight attached to them relative to more mod- 
ern times since shareholders preferred im- 
mediate cash returns to any uncertain future 
capital gains, given the relatively undeveloped 
nature of the stockmarket (Baehring, 1985). 
Thus the accounting representation was an im- 
portant mechanism for mediating the distribu- 
tion of wealth between the company and the 
state and between the company and its sharehol- 
ders. There were comparatively few disputes 
over taxation and dividends relative to German 
business operations as a whole — certainly there 
was little at stake in company taxation and, as is 
expanded below, the state encouraged a conser- 

vative approach to distributable profit for all 
purposes. Disputes that did occur, however, led 
to a further enhancement of the legal dimension 
to the accounting aura. This was because the in- 
volvement of the courts and the contribution of 
case law was necessitated, given that there was 
little detailed prescriptive legislation on how the 
_ basic valuation frameworks were to be appplied 
(Barth, 1953, p. 48). As case law decisions fed 
back into practice the depth of the legal basis to 
the accounting aura would be significantly en- 
hanced, 


The state and the law and their support of the 
secrecy principle governing corporate 
disclosure 

The extension of regulation in 1884 had rep- 
resented a divergence, to some extent, from the 
state’s regulatory tradition of fostering secrecy 
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and “conservative flexibility” in respect to ac- 
counting. The 1884 code was modified, how- 
ever, in 1897, where it was stated, for example, 
that appeals against decisions of the general as- 
sembly — concerning perhaps alleged excessive 
depreciation or transfers to reserves —- would 
only be valid where 5% ofshareholders were un- 
ited in complaint (Barth, 1953, pp. 71—75 ). Simi- 
larly, the general requirement for 10% of 
shareholders to agree in certain procedures was 
increased to 20%. Thus underlying preference 
for secrecy (or confidentiality) was reinforced. 
This illustrates how much secrecy was encour- 
aged and considered to be a matter of legitimate 
concern —- accounting disclosure to the public 
being a restricted domain. 

Thus, at the outset of the war, accounting rep; 
resentations were regarded as a basic check on 
credit worthiness rather than a basis for in- 
formed investment decisions (Abel, 1971). In- 
deed, a major reason behind many of the state’s 
extensions of regulations in 1884 was to protect 
creditors in accordance with the philosophy 
whereby only overvaluation — as opposed to 
undervaluation — was to be prohibited (Merker 
et al., 1965). The position of the banks, who had: 
access to inside information due to their owner- 
ship interests in companies and representation 
on their supervisory boards, further encouraged ` 
the growth of secrecy and conservatism as the 
dominant principles governing disclosure in the 
public realm. By the turn of the century, banks 
had developed their own auditing firms, the 
Treubandgesellschaften, in this context (Abel, 
1971, p. 33; van Dien, 1929, p. 414), reinforcing 
their access to inside information. This reflected 
their control over much of German industry. 

Analysis of German interpretations of ac- 
counting debates suggests that such secrecy was 
positively supported as a means of protecting 
the enterprise from excessive distribution of 
capital to “outside parties” such as employees, 
shareholders (especially as a result of pressure 
from minority holdings) and (of less signifi- 
cance), the state. The German academic lawyer 
Dietzen (1937), in an historical review, stresses 
the role of the secret reserve in this respect. The 
crucial point to make here is that the state itself 
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supported secrecy. While the Government com- 
mittee revising the 1861 code had considered 
tightening the rules on the carrying of secret re- 
serves by shareholder agreement — by requir- 
ing at least 75% shareholder support — the re- 
quirement for 50% remained in the 1897 re- 
vised code, the Handelsgesetzbuch fiir das 
Deutsche Reich (Buchard, 1931). Fears over the 
excess distribution of capital reflect the aim of 
the state to foster real capital accumulation. 
Klausing (1931, p. 746) points out that manage- 
ment itself, through fear of economic conse- 
quences and competitive effects, were con- 
cerned to ensure a regular and conservative di- 
vidend policy through income smoothing with 
the aid of secret reserve accounting. 

Secrecy in the public realm is also a poten- 
tially important factor in mediating the distribu- 
,tion of wealth between capital and labour and a 
broader interpretative analysis should include 
the importance of the reception of accounting 
statements by the workers’ movements. 
Socialism was a strong and growing movement 
in the world prior to the First World War and 
much thought was being given by political ac- 
tivists as to how to organize working people 
under its banner. In Germany, this is likely to be 
of significance, since Germany was considered 
- to have the most advanced and developed body 
of socialist thought and no less than four and a 
half million Social Democrats — thought to be 
the largest contingent of active socialists in the 
world (Marcy, 1984). It is clear that even revolu- 
tionary leaders such as Luxemburg and 
Liebknecht were informed about the language of 
accounting, at least to some extent, as we shall 
elaborate. Unions were organized by industry 
with the two major aims of increasing pay and re- 
ducing working hours. From 1885 to 1910 it has 
been estimated that the unions had managed to 
approximately double the incomes of working 
people in real terms. Strikes increased signific- 
antly in 1914 in accordance with general union 
aims but this trend was largely arrested with the 
onset of war (Grebing, 1985, pp. 69-70). One 
would not necessarily expect, in accordance 
with the theoretical exposition here, direct evi- 
dence that accounting played a role on behalf of 
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capital in any pre-war conflicts between capital 
and labour. Yet clearly, to the extent that ac- 
counting representations were perceived as ex- 
pertly derived statements with legal authority, 
they can be presumed to have effectively played 
such a conflict-resolving role where the masses 
were uneducated about the poor quality of ac- 
counts and had no effective guidance to ap- 
preciate alternative insights. 

Thus “secret” reserves had a positive connota- 
tion in the language and understanding of the 
state and the powerful banking financiers and 
there is no evidence of them having any negative 
connotation in the public realm. Indeed the con- 
struct used — that of “Stille Reserven” — is more 
literally translated as “quiet” reserves rather than 
secret reserves, and a German interpretation 
would put the stress on confidentiality and pri- 
vacy rather than secrecy, although this mode of 
accounting clearly contributes to a less than 
open disclosure policy. And the common com- 
pany practice of keeping (private) accounting 
records, has been termed “secret” bookkeeping 
in a German context (van Dien, 1929). This 
again suggests that “secrecy” would have been 
generally expected rather than being viewed as 
a dubious or unethical practice. 

In this context, the law allowed and encour- 
aged secret reserves in the broader sense (e.g. 
through the valuation rules of historic cost and 
the Niederstwertprinzip ) of emphasizing under- 
estimation and conservatism (Klausing, 1931, p. 
746; Dietzen, 1937; Passow, 1919, p. 62; Schmidt, 
1929, 1931). Klausing (1931) specifically suggests 
that secret reserves were created by the applica- 
tion of the Niederstwertprinzip, the historic cost 
principle and by the vagueness of regulations sur- 
rounding depreciation policy — article 185a, 3 of 
the 1884 Aktionnovelle stipulated that fixed assets 
could be stated as cost or market value providing 
an amount for wear and tear was put aside (cf. 
Barth, 1953; Passow, 1919; Isaac, 1931). While 
the law formally allowed the tradition of secret 
reserve building in circumstances only where to 
account otherwise would threaten company survi- 
val, and not, for example, to control dividend 
(Klausing, 1931, pp. 748—749), such a basically 
subjective provision was generally ignored. The 
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Niederstwertprinzip was reiterated in section 
261 of the 1897 code. This 1897 code, which re- 
tained much of the 1884 Aktiennovelle built 
into it virtually unchanged, was still applicable 
in 1918 (Barth, 1953, p. 61; Hoffmann, 1920). 

Apart from the establishment of secrecy as a 
principle of accounting law, a general reason 
why any state policy might be accepted by many 
would have been the phenomenal success of the 
German economy associated with the state-led 
industrial policy. The organized capitalist sys- 
tem as theorized by Hilferding (1981) with the 
tight tie up between industrial and finance capi- 
tal (in contrast to the position in Great Britain 
(c.f. Ingham, 1985)), really secured firm roots 
from this time. The state itself took a lead in 
financing industry and furthering the industrial 
revolution. Gradually, the banks, with cen- 
tralized investment funds from dispersed 
sources, assumed the leading role within the 
framework of state policy (c.f Armstrong, 
1987). The banks — as they still do in the Fed- 
eral Republic of Germany — dominated the 
Stock Exchange as the major brokers and in- 
vested in and lent directly to industry, taking a 
role in its administration and securing a position 
of trust with the public (c.f. Baehring, 1985). As 
well as the phenomenal economic growth that 
became associated with this arrangement, Ger- 
many also had effectively appeased the growth 
of mass socialist feeling with an early usage of 
welfare programmes. The 1874 Sayon Tax Act 
was one of the first instruments for pursuing 
such programmes and had been introduced to 
help stabilize the social system —— a major re- 
sponse to the economic troubles of the early 
1870s. For many this would have strengthened 
the image of the state as “caring”, moral and 
legitimate. Thus accounting can be said to have 
been firmly supported by a legal authority and 
by a state that was itself widely supported such 
that the rather misleading and secretive report- 
ing practices preserved their aura. 


The form of the accounting representation 

The form of the accounting representation in 
itself conceivably significantly enhanced the 
authority of accounting reports. These reports 
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appeared in the newspapers as T-form balancing 
statements — usually in a highly condensed 
form — conveying a semblance of an unprob- 
lematic order. In this way they fitted very well 
the conception of the accounting report that 
Aho (1985) argued was significant in legitimat- 
ing profit-making as just, fair and reasonable ina 
different socio-political and historical context. 
Clearly the form of the accounting representa- 
tion (which arguably also reflects the sort: of 
order and discipline so important to the Prussian | 
military hegemony) can be considered to bols- 
ter further the legal support in this context. The 
balance sheet consisted of basic classifications 
of assets, liabilities and various equity accounts. 
The profit and loss acount was usually presented 
in a very condensed and aggregated form (again : 
as a T-form balancing statement). All were pre- 
sented in the form of “facts and figures” in money | 
terms. This form of the accounting representa- 
tion would have arguably enhanced the percep- 
tion of accounts as neutral and objective. 


Accounting as expertise with a knowledge base 
Much of the growth in an awareness that ac- 
counting possessed a knowledge base requiring 
expertise developed in the process of the grow- 
ing association of accounting with the legal ap- 
paratus. Of particular relevance here are the case 
law rulings already mentioned. There were 
other developments, however, that are worth 
noting in this context: the growth of an as- 
sociated auditing practice and the study of ac- 
counting in institutions of higher education. 

By 1914 the law, as well as allowing sharehol- 
ders to agree the profit and loss account, balance 
sheet and dividend by simple majority, also al- 
lowed them (but did not oblige them) to appoint 
auditors (Klausing, 1931, p. 735). From 1900, 
Chambers of Commerce became empowered in 
most of the German regions to swear and ap- 
point auditors, something previously left to the 
law courts. The major association whose mem- 
bers could be called upon to carry out the audit, 


~ apart from the bank auditors, was the Verband 


Deutscher Bticherrevisoren, formed in 1896 
(van Dien, 1929). The attachment of a notion of 
“professional” auditor as a means for the control 
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of the quality of the accounting representations 
was thus already fairly well developed by the 
outset of the First World War. Auditing was seen 
to require commercial expertise and was effec- 
tively delegated by the law courts in this con- 
text. 

_ The German policy to bring about rapid indus- 
trialization in the latter half of the nineteenth 
century was also accompanied by the establish- 
ment of many institutions of higher education 
for the promotion of business economics (Bet- 
riebswirtschaftslebre), including accounting 
(Rechnungswesen). Accounting was established 
in many German universities by 1914 (c.f. 
Locke, 1984; Abel, 1971; McClelland, 1980). In 
addition, accounting was integral to the com- 
mercial law studied in Germany. This would also 
have contributed to the perspective whereby ac- 
counting was seen to depend on a technical and 
expert knowledge base. 

In sum, the aura of accounting in the public 
realm was firmly in place by the outset of the 
‘First World War. This was constituted through 
the influence of developments in France, re- 
sponses by the new German state to economic 
disturbances in early 1870s and through the re- 
lationship between accounting, dividends and 
taxation. The form of the accounts contributed 
to the constitution of their aura. Accounting was 

also regarded as requiring expertise and a 
knowledge base. Apart from the association of 
accounting with the law, we have pointed to the 
development of auditing and the inclusion of ac- 
counting on the syllabuses of institutions of 
higher education as evidencing such a position. 
In such a context the misleading and secretive 
accounting practices in the broader public 
realm (i.e. for the masses or majority of the 
people), were effectively legitimated. Such a 
legitimation was enhanced by the stability and 
progress seemingly engendered by the state it- 
self up to this time through its policies. Thus the 
accounting representation appearing in German 
newspapers arguably possessed an aura, as we 
have interpreted it here, by 1914. 
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THE THREAT OF WAR PROFITS IN GERMANY 


Germany in the early years of the war 

In the earlier war years there was little change 
in the regulatory environment of business. Ger- 
many was slower than Britain to develop a war 
economy with greater state control and did not 
give equivalent powers to a Ministry of Muni- 
tions (c.f. Hardach, 1980; Marriner, 1980). It was 
not until late 1916 that the German War Ministry 
established the Kriegsamt (War Office) — to 
place tighter regulations on the movement of 
war supplies — and this move was initiated by 
industry to improve the co-ordination of econ- 
omic activity (Baudis, 1978, p. 289; Baudis & 
Nussbaum, 1978; Lucas, 1976, p. 137). The 
Kriegsamt was unable to exercise much control 
over industry and indeed effectively appears to 
have had such an intention. Moreover, the gen- 
eral philosophy of the pricing of war production 
~- the Hindenberg programme — was that tight 
control of pricing was to be properly sacrificed 
to the giving of incentives to industry to encour- 
age production (Baudis, 1978, pp. 290—300). 
Hence key aspects of the regulation existent in 


the pre-war economy continued into the war 


period. Yet, clearly, the socio-political context 
of that regulatory activity was changing, given 
the emergence of a crisis. A critical analysis of 
newspapers, company proceedings and par- 
liamentary pronouncements and debates was 
thus undertaken, in order to reveal insights into 
changes in the auratic dimension of accounting 
in this changing context. 


War profits, accounting techniques and the 
further promotion of secrecy 

The war became very profitable for many Ger- 
man companies. The state began to realize that a 
reception of high profit figures in the public 
realm might meet with extreme disapproval. It 
was feared that this might result in a critique of 
the morality of the state and antagonize workers 
and soldiers (Hoffman, 1920, pp. 4—5). There 
was an increase in the activity of creating secret 
reserves throughout the war years by companies 
whose economic interests were bound up with 
the war. It was because profits were so high, note 
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some commentators, that industry and the state 
effectively colluded in seeking to hide them 
(Bartel, 1958, p. 340; Hoffman, 1920). The 
state thus supported a further promotion of sec- 
recy. The increased concern to hide profits 
through secret reserves and other accounting 
techniques was an extension of traditional prac- 
tices (Hoffman, 1920). 

The potential problems of war-time 
heightened the tensions underlying such a 
policy with respect to accounting, however. The 
war had consequences for the entire nation and 
was shocking and terrible in nature. It placed 
previously unknown strains on the German 
economy and its social fabric (Hardach, 1980). 
One tension facing the capitalist accumulation 
process was the conflict of interest between 
making war profit and achieving military victory: 
to the extent that any profit was identified as 
such within the accounting representation, this 
increased the likely size of the dividend distribu- 
tion (and the tax charge, although this was not of 
great significance), depleting productive war 
capital. Under such conditions, tensions over 
distribution between industrial management 
and shareholder groupings threatened to be sub- 
sumed into potentially more significant con- 
flicts: between capital and the state and between 
capital and labour, whether fighting on the 
battlefield or working in the factories. While citi- 
zens were making enormous sacrifices, where 
there was a shortage of food, mass carnage and 
increased poverty, profiteering could not be 
well received by the public. Even in an article in 
a conservative banking journal (Bankhaus Gebr. 
Arnhold, 1917) it was highlighted that only a 
small proportion of the population participated 
in war profits while most others had problems 
managing to ensure basic provision for them- 
selves. The development of a widely held accep- 
tance that capitalist exploitation had been an on- 
going feature of the war economy contributed to 
a threat to and endangering of the fundamental 
nature of the capitalist system (Harman, 1982). 

At the company level, there were equivalent 
tensions emanating from the disclosure of war 
profits. In addition, the accounting representa- 
tion continued to play a role in the capitalist ac- 
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cumulation process. Thus German company ac- 
counting practices would have reflected con- 

cerns over potential increases in wage demands 

from workers (which had increased significantly 
in 1914 prior to the war (Grebing, 1985 )), a de- 
sire not to stimulate the attention to the tax au- 
thorities and a conern not to make excessive dis- 
tribution to shareholders (Hoffmann, 1920, pp. 

5—7). Several commentaries of the time high- 

light possible additional motivations and 

rationales behind particular accounting applica- 
tions during this period. Meusel (1918), writing 
in a tax journal, stressed two major factors. In the 

first place, many Companies were contracted to 

supply the state with war materials and may have 
been motivated to manipulate cost figures up- 

wards (increasing the size of subjective provi- 
sions) so as to report no more than a moderate. 
level of profit thus enhancing bargaining power 

in respect of price setting on subsequent con- 

tracts. Secondly, Meusel reports that the state 
was considering tightening the rules with regard. 
to the taxation of war profits which, leaving‘ 
aside the practicalities of applying such propos- 

als, could have provided a further motivation for 
secret reserves and the hiding of profits in other 
ways (Hoffman, 1920, p. 10). Another commen- 
tary, in a major industry journal (Zettschrift ftir 
Akttengesellschaften und Gesellschaften mit 
beschrankter Haftung, No. 8, May 1917, pp. 

130—131), also suggests several motivations for 
the “common” practice of creating secret re- 
serves. Here appeal was made to the traditions of 
pre-war practices. Secret reserves, it was noted, 

for example, were given explicit legal approval 
and understatement had become part of custom 
and traditional practice. Yet, the commentary 
pointed to extra pressure — with the stock mar- 

ket being suspended as it was during the war (c.f. 
Baehring, 1985 ) — for shareholders to press for 
distribution in the absence of any capital ap- 
preciation or takeover possibilities. Finally, it 
was noted that the Chambers of Commerce had 
tended to support secret reserves and to attack 
shareholders as being motivated by short term 
gain. Thus, there was arguably a complex of 
motivations for “hiding” profit. In pursuit of this 
aim two main methods were employed. Firstly, 
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various conventional techniques of secret re- 
serve accounting were utilized. Secondly, rights 
issues of shares were often made to existing 
shareholders at an amount less than nominal 
value in order to wipe out accumulating re- 
serves — as these became a focus for conflict. 
Such share issues, whether at less than nominal 
value or not, also had the effect of reducing the 
dividend rate, commonly reported in the pub- 
lished accounts and in the business sections of 
newspapers. Further analysis of conflicts be- 
‘tween management and shareholder groups, as 
evidenced in reports in journals and news- 
papers, sheds further light on the reception of an 
increase in such practices which impinged upon 
the quality of disclosure. Such received under- 
standings split over into broader concerns and 
began to touch a wider public. 


AN EMERGING CONCERN 


' Tensions between managers and sharebolders 

over secret reserves accounting 

There were numerous cases reported in jour- 
nals and in the press in this period where groups 
of shareholders were cited as objecting to an un- 
derstated profit figure. Such groups felt that, 
given the level of company profitability in their 
eyes, they were being cheated out of a dividend 
through the manipulation of accounting num- 
bers. Direct “hiding” ofaccounting profit was ac- 
complished by various techniques of secret re- 
serve accounting — often involving an exagger- 
ated depreciation charge. In July 1918 it was re- 
ported in the Zeitschrift für Aktiengesellschaf- 
ten und Gesellschaften mit beschrankter Haf- 
tung (No. 10, July 1918, p. 147) that a group of 
shareholders, annoyed at the condensed nature 
of the accounts, had managed to push through a 
demand requiring their company to prepare a 
detailed breakdown of assets. It turned out that 
the company had even included in the asset fig- 
ure, land, purchased during the year, at a value 
lower than cost price. Of interest is that the 
journalist here excused the company in the context 
of its “magnificent war efforts”. In the Kölnische 
Volkszeitung und Handelsblatt (9th March 


1918, see also reports on the 16th and 25th 
March 1918), a court case was reported in 
which a shareholder had argued that his com- 
pany had created excess reserves in order to 
manipulate reported profit downwards. He de- 
manded a dividend of 30% rather than the 20% 
proposed by management. The defence of the 
company was a common one. Management 
argued that there was a need to provide for the 
post-war re-adjustment. The shareholder won 
the case however, thereby increasing the divi- 
dend due to him. 

Two additional reports in the same newspaper 
are further illustrations of a growing tension be- 
tween corporate management and some groups 
of shareholders over distribution (12th May 
1918 and 25th May 1918). In the first, a gzunpow- 
der factory, the Deutsche Waffen- und 
Munitionsfabrik, had been attacked by share- 
holders because of their secret reserves ac- 
counting. At an extraordinary meeting, the 
shareholders decided that the balance sheet had 
been constructed so as to hide profits. The direc- 
tors here attempted to excuse themselves by ar- 
guing that companies during the war could not 
maintain the usual reporting standards. When 
some of the shareholders took this case to court, 
they found the law on the side of the directors. In 
the second example, another group of sharehol- 
ders contended the existence of hidden profits. 
Here it is of significance that the journalist was 
prepared to attack current reporting practices 
and argued that the balance sheet should be 
comprehensible to laymen. In the report of 
many such cases, which threatened the aura of 
accounting but were confined at this stage to the 
business sections of newspapers, a growing 
critique of accounting and reporting practice 
emerged. The Rheinische Zeitung (8th January 
1918) contained an article analysing accounts to 
illustrate how depreciation had been exagger- 
ated. Yet at this stage a concern over accounting 
practices was relatively constrained and con- 
fined effectively to more inside circles. The 
critique was made from the perspective of busi- 
ness investment and there was no attempt to link 
accounting practices to the hiding of war profits 
as such. 
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Further latent tensions: share issues to wipe 
out reserves and/or deflate reported dividend 
per share 

The issuing of share capital at an amount less 
than nominal value, in order to wipe out re- 
serves, also featured as a discussion point in 
some business reports. Again this was initially 


not a widely held understanding in the public. 


realm. The Zeitschrift fir Aktiengesellschaften 
und fur Gesellschaften mit beschränkter Haf- 
tung (No. 1, October 1917, pp. 3—4) was clearly 
concerned about the reception of such a prac- 
tice. The editorial of this journal maintained that 
industrial management genuinely wanted to 
raise capital. They attempted to dismiss argu- 
ments that share issues were made so as to wipe 
out levels of reserves or so as to effect the disclo- 
sure of a lower dividend rate — another conse- 
quence of such a share issue. It has, however, 
been well argued in the German literature that 
the activity of disclosing seemingly low profits 
through wiping out excess reserves and reduc- 
ing the disclosed dividend rate was common 
practice, especially through rights issues, 
and that this was a major motivation in the 
latter years of the war (c.f. Klausing, 1931, 
pp. 754—755; Hoffman, 1920). The major illust- 
ration of this practice — at least for the case of 
deflating the dividend rate — can be found in the 
case of Daimler (Hoffman, 1920). 

The Kölnische Volkszeitung reported, on the 
28th April 1918, consistently with the develop- 
ing press interpretation of “malevolent prac- 
tices”, that a company was seeking to increase its 
share capital from 13 million to 18 million 
marks, after two increases of capital in the same 
month (on the 17th and 21st April 1918). One of 
the shareholders spoke up (but against the tide) 
arguing that the company had more than enough 
capital and that the only purpose behind the in- 
cremental issue was to dilute dividends. The re- 
porting journalist was similarly critical in this 
case. In the Berliner Tageblatt und Hand- 
elszeitung (7th June 1916), the Kölner Pulver- 
gruppe, a gun powder factory, was “accused” of 
making a rights issue “at a discount” in order to 
keep the dividend low. Here, we find the repor- 
ter, as well as being prepared to publish the 
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story, expressing the view that he believed the 
transaction had been made to fool the public and 
criticizing the company from a moral point of 
view, underlining this by pointing out that the 
company was making surplus profits out of the 
war while many German people were having to 
sacrifice their lives fighting it. 


A developing broader concern 

According to Baudis (1978, p. 300), the mas- 
ses of the public became aware of the increased. 
profits of the armaments industry and of other 
profiteers taking advantage of the war to in- 
crease their wealth. This engendered concerns 
about morality and the political system. More- 
over, the revolutionary forces such as the Sparta-, 
cists, put more effort into arguing that the real. 
motivation for the war was a capitalist one’ 
(Baudis, 1978, p. 320; Marcy, 1984). Karl’ 
Liebknecht, for example, stressed in his public 
speeches that the real traitors of Germany were 
the armament companies, the large banks and 
the landowners (Bartel, 1958, p. 320). Es- 
chwege (1917, p. 343), even writing in a conser- 
vative banking journal, claimed that the reason 
for keeping reported profit low was the fear of 
the effect upon worker morale and motivation 
that disclosure of a high profit would have. He 
maintained that it was not just to ensure the re- 
tention of capital by agreeing lower dividends 
for the shareholders. Singer (1918, p. 117) was 
concerned that the enormous redistributions of 
wealth, usually necessary in a war, had been 
exaggerated through the organization of army 
supplies. 

Press reports concerned to expose further the 
link between secret reserves and war surpluses, 
coupled this with an explication of the share 
issue practices. The state had tried to pre-empt 
these concerns to some extent. On the 4th 
August 1914, in a Verordnung, it was stated that 
the state had to approve any increases in share 
capital before they could go ahead. Reports, 
however, argued that this was not very effective. 
One difficulty was understood to be bureauc- 
racy (another may have been complicity) with 
the approval of the state having to be accom- 
panied by the approval of the Reichsbank (c.f. 
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`- Frankfurter Zeitung und Handelsblatt, Gth 
November 1917; Kölnische Volkszeitung und 
Handelsblatt, 3rd, 4th, 5th and 15th March 
1918). 

The various practices implicated in the build- 
ing of secret reserves through major write- 
downs became of concern to the state as a result 
of a mounting public concern during the latter 
stages of the war. On 3rd March 1918, the Ger- 
man Finance Minister spoke out against such 
practices and suggested the possibility of an ex- 
cess profit tax. Industry responded that normal 
depreciation charges were inappropriate since 
‘they under provided for likely post-war falls in 
specific asset values (Zeitschrift für Ak- 
tiengesellschaften und fur Gesellschaften mit 
beschränkter Haftung, No. 1, October 1918, p. 
5). Thus a tension between the state and indus- 
try was emerging in the rapidly deteriorating 
Situation on the war front. Indeed, in 1918 the 
war government brought forward a tax proposal: 
the war tax law. The Kriegssteuergesetz fiir das 
vierte Kriegsjabr encapsulated the aim of taxing 
an element of war profits. The Preussische Ober- 
verwaltungsgerichtshof (an appeal court deal- 
ing with taxation matters ) had brought pressure 
earlier for a stricter tax regime in a tax case 
heard by them in 1917. On 5th October 1917, 
this Court stated that only those assets losing 
“value” on initial cost should be depreciated for 
tax purposes. This was felt to be of great con- 
cern to industrial management, as reported in 
the industry journal (Zeitschrift fur Aktien- 
gesellschaften mit beschränkter Haftung, No. 
2, November 1918, pp. 21—22). 


DAIMLER BILANZ 


The Daimler affair and prior tensions between 
management and some shareholders 

The Daimler Bilanz® affair (referred to in 
Baudis, 1978, p. 303; Hoffman, 1920) de- 
monstrates how the methods of accounting for 
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secret reserves and the pursuit of the policy of 
increasing share capital — in order to hide war 
profits —- became more widely understood in 
the public realm rather than being latent within 
relatively more inside circles. It hence forms a 
basis for an empirically informed focus on the 
potentiality of transformations in the aura of ac- 
counting in the public realm and the manifesta- 
tion of any conflict-enhancing potential. 

Towards the end of.the First World War, a pre- 
vious administrator of Daimler (lately sacked by 
the company ) informed the Government com- 
mission responsible for the control of army 
supplies, of certain irregularities in the pricing 
policy of Daimler. Daimler had been materially 
involved in supplying the war effort. On investi- 
gation, Daimler were accused of war-profiteer- 
ing through fraudulent costing and pricing of 
government contracts. The management of the 
company initially denied this charge and made 
things worse by protesting and apparently at- 
tempting to blackmail the Government — 
threatening that, if the valid implications of their 
pricing policy were not accepted, they would re- 
duce future production (Berliner Tageblatt und 
Handels-Zeitung, 21st March 1918). The inves- 
tigation had, however, exposed management 
and on 6th March 1918 Daimler was taken over 
by the military and an investigation into the affair 
was instigated by the Hauptausschujs — a com- 
mittee of the Reichstag (the German Parlia- 
ment) made up partly of elected members of 
Parliament and partly by selected “expert advis- 
ers” (8th March 1918). On receipt of a report 
from the Hauptausschujs, it was then debated 
by Parliament itself. | 

More significantly here, the scandal thus por- 
trayed, involving cost manipulation in cost plus 
contracting, engendered concerns about the 
nature of Daimler’s disclosure in the public 
realm. The accounting issues involved at this 
level thus emerged out of dispersed critiques in 
the business sections of middle-class news- 
papers to appear on the front page of most news- 


8 Daimier Bilanz” refers to the accounts of Daimler. Here it signifies the “Daimler accounting affair”. We wish to point out 
that this paper is not meant to constitute an attack on the Daimler company, but is an historical study in which Daimler 


emerged as a fruitful example. 
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papers — with a focus upon the Daimler case. In- 
deed, Daimler was implicated in allegations over 
the issuing of shares to dilute reported dividend 
per share and the creating of secret reserves to 
hide war profits. 

Concerns about such accounting practices 
had already been reflected in attendance levels 
at the annual general meetings which went up 
significantly during the latter half of the war 
archival sources, Daimler Archive, Stuttgart). 
Analysis of the documentation preserved on 
company meetings at the Daimler archive 
reveals some of the tensions that had arisen be- 
tween management and some shareholders. 
Even before the war some shareholders com- 
plained about the creation of reserves, deprecia- 
tion policy and the level of dividend. In respond- 
ing, management argued that the reason for the 
secrecy had been to avoid the danger of inform- 
ing competitors and the potentially damaging 
economic consequences. The debate at the 
1915 meeting is of particular interest. Here com- 
plaints centred around changes in accounting 
policy. Some shareholders alleged that the an- 
nual report had been made too abbreviated, with 
many questions concerning balance sheet policy 
and the make up of net profit being unanswera- 
ble therefrom. Motivated by a desire for a higher 
dividend, they asked for an analysis of the depre- 
ciation and reserve items. A major complaint 
was that some new buildings had been written 
off in total during the year. This was permissible 
within the “vague” rules of the law but the con- 
stitution of Daimler required shareholder ap- 
proval and this had not been given. The mana- 
gers stressed the extraordinary nature of the war 
situation and requested “patience” from the 
shareholders. The shareholders decided at this 
stage not to take the matter to the law courts 
(Protokoll über die 26. Generalversamm- 
lung der Aktionäre der Daimler-Motoren- 
Gesellschaft, 4 May 1985 (Daimler Archive, 
Stuttgart )). 

Questions at the 27th General Assembly of 
Daimler, on the 17th April 1916, reveal an aggra- 
vated dissatisfaction. A minority group of 
shareholders were adamant in their criticism of 
some of the accounting techniques. They were 


505 


concerned about the level of aggregation of 
fixed assets — arguing that the overall amount of 
depreciation was too high — and the excessive 
conservatism and secrecy reflected in the re- 
serve accounting. Reserves had been increased 
over the legal requirement. There was even a 
concern that the figure for creditors contained 
secret reserves. Shareholders demanded a break- 
down of the “investments” figure which they 
believed was made up of such a diverse set of items 
as war bonds and foreign investments. They main- 
tained that the promise made by the manage- 
ment in the previous year had not been kept. 
Management again invoked the argument about 
the detrimental consequences of disclosure in a 
competitive environment but added to this a call 
for patriotism pointing out that the only current 
customer was then the military administration. 
Over 10% of the shareholders (as required by ` 
section 264 of the 1897 code) were not satisfied 
with this defence and the general assembly 
was deferred. The protestors wanted the 
balance sheet “fully explained” and “corrected” 
arguing that as it stood it was “false” (Protokoll 
tiber die 27. ordentlicbe Generalversammlung 
der Aktionäre der Daimler-Motoren-Gesell- 
schaft, 17th April 1916 (Daimler Archive, 
Stuttgart )). 

The rearranged meeting took place on 19th 
May 1916. Here management admitted that sig- 
nificant secret reserves had been set off against 
debtors, that a new building had been com- 
pletely expensed and that the obligatory legal re- 
serve had been aggregated with extraordinary 
reserves. The dividend was increased from 24% 
to 28%. The shareholders accepted this but, in- 
terestingly, a smaller group still held that man- 
agement were attempting to understate corpo- 
rate wealth so as to appear more legitimate in 
war time. They felt that high profits made were 
not being distributed to the “rightful” claimants. 
(Protokoll über die 28. ordentliche Generalver- 
sammlung der Aktionäre der Daimler-Moto- 
ren-Gesellschaft 19th May 1916 (Daimler Arc- 
hive, Stuttgart )). 

The meeting of 4th September 1917 is of note 
as this passed a massive issue of share capital (the 
largest of its kind during the war (Hoffman, 
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1920; Eschwege, 1917)). In terms of nominal 
value a rights issue was passed to increase share 
capital from 8 million reichsmark to 24 million 
reichsmark. At the meeting it was confirmed by 
the Reichsbankhauptstelle, Stuttgart, that the 
president of the Reichsbank had granted permis- 
sion for an increase in share capital (as was re- 
quired by law). The extraordinary general meet- 
ing to confirm the issue decreed that the new 
shares were to accrue dividends from Ist 
January 1918. This was subject to government 
approval which was actually granted as from Ist 
January 1918 (Protokolle der Verwaltungssit- 
zungen der Daimler-Motoren-Gesellschaft 
(Daimler Archive, Stuttgart)). Since dividend 
rates were publicly expressed as proportions of 
nominal value, the share issue had the effect of 
understating the real significance of dividend 
changes, apart from allowing profitable invest- 
ment for the existing shareholders (c.f. Hoffman, 
1920). Throughout, the managment of Daimler 
invoked a patriotism in order to justify an 
esoteric disclosure policy which had secrecy as 
its major aim, placing a restraint on dividends 
which were already abnormally high (see Table 
1). 


The complaints of Daimler’s shareholders 
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were also noted by Hoffman in a book specifi- 
cally concerned with criticizing the hiding of 
war profits (Hoffman, 1920, p. 43). As noted, 
Hoffman holds Daimler up as the prime ex- 
ample of how war profits were hidden and il- 
lustrates how Daimler put excess provisions 
against debtors (citing some newspaper criti- 
cism), grossly undervalued their stock and in- 
vestments and provided excess depreciation 
(Hoffman, 1920, pp. 46—50). 


On the affair becoming public 

Analysis of the reception of the Daimler affair 
in German newspapers reveals the link between 
accounting and concerns over it in the public 
realm. Our selection of newspapers, the major 
medium during the First World War, provides a 
broad representative spectrum of the vehicles 
for public opinion.’ The first major newspaper 
to cover the Daimler story was Vorwärts which, 
on an inside page on 8th March 1918 included a 
short report outlining how the military had been 
brought in to replace Daimler’s management. 
This report addressed the concerns over 
Daimler’s cost calculations with respect to war 
supplies. The Daimler affair thus became much 
wider public knowledge, stimulating further 


? Handbuch der Weltpresse (1931) classifies the Frankfurter Zeitung and Berliner Tageblatt of the time as “independent”, 
while they are elsewhere described as being representatives of the “linksdemocratischer deutscher Journalismus” (Koszyk, 1966, 
1968, 1972), aiming for a “liberal” approach to newspaper reporting. Both of these newspapers were national and also distri- 
buted abroad. The Frankfurter Zeitung was a paper for trade and industry and catered largely to the middle classes (Heenemann, 
1929; Handbuch der Weltpresse, 1931). The Vorwärts and Rheinische Zeitung were representatives of another broad 
classification. The Vorwärts and the Rheinische Zeitung both supported the Social Democrats. Vorwärts was a national 
newspaper distributed abroad while the Rheinische Zeitung was distributed in the large industrial region around the river 
Rhine (Handbuch der Weltpresse, 1931). The Kölnische Volkszeitung was supportive of the Conservative and Catholic 
Zentrum party, a national newspaper distributed abroad, whose readers tended to be influential members of trade and 
industry circles. It is difficult to obtain full details of mewspaper circulation in Germany during the First World War. 
Circulation in itself is not a good indication of readership or reception since stories can be passed on to others, through many 
channels. The same copy was often read by many readers. The Frankfurter Zeitung had three issues every weekday. A copy 
of such a paper would often be found in the hotels and coffee houses frequented by all groups in society. At the outset of war 
the Vorwärts had a circulation of around 160,000 which it roughly repeated in 1915. By 1917 the available statistics report 
a circulation of “over 10,000” (there was a lack of data). The Rheinische Zeitung had a circulation of 230,000 at the outset 
of hostilities and this had actually increased to 245,000 by 1919. The following sets out the number of issues per week 
(Source: Jabrbuch der Tagespresse, 1928, Eisfeld & Koszyk, 1980): 


Vorwarts 12 
Rheinische Zeitung 6 
Berliner Tageblatt 12 
Frankfurter Zeitung 19 
Kolnische Volkszeitung 18 
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TABLE 1. Dividend rates of Daimler as disclosed in Vorwärts, 


9th March 1918 
Year Dividend Rate 
1909 8% 
1910 10% 
1911 11% 
1912 12% 
1913 14% 
1914 16% 
1915 28% 
1916 35% 


These figures, and the story around them, were included on 
the front page under the main feature, headlined “The 
Daimler scandal”. The figures are consistent with the archi- 
val material. 


media treatment. Significantly, the Vorwärts 
made it the main front page story on the follow- 
ing day (9th March 1918) with the headline: 
“The Daimler scandal”. Other newspapers re- 
sponded. The Frankfurter Zeitung (10th March 
1918, in its first edition of the day) and the Köl- 
nische Volkszeitung (9th March 1918) also in- 
cluded the story on their front pages though 
neither as the main feature. 

The story was thrust into the public arena 
when it appeared on the front pages of Vorwärts. 
Its appearance as a major news item can be 
traced back to an underlying tension between 
organizing the economy for the war effort and 
profit-making. Economic or business sections of 
newspapers were not very effective at convey- 
ing information to the public at large 
(Heenemann, 1929). The Rbeinische Zeitung 
(11th March 1918) included the story initially 
on the inside pages but subsequently made it a 
front page feature. The reporting of the 
Frankfurter Zeitung was noted by Bartel (1958, 
pp. 342-345) who pointed to the paper’s em- 
phasis of the position whereby “even the re- 
ported net profit of [Daimler and other com- 
panies] was higher than [their] share capital”. 
The Berliner Tageblatt (9th March 1918) appears 
` to have kept the story off the front page. This paper 
does, however, portray the problems associated 
with price setting on Government contracts as a 
more general problem rather than confine analy- 
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sis to an emphasis on the Daimler case as though 
it was an exception. 

Vorwärts particularly emphasized that 
Daimler was just one example of many com- 
panies exploiting the war situation. It was the 
same paper which then switched attention to 
the information publicly available in the form of 
the accounting report. As early as 9th March 
1918, Vorwärts published the dividend rate of 
Daimler from 1909--1916 derived from previ- 
ously published accounting reports (Table 1). 
The message portrayed was that dividends were 
increasing alarmingly. 

Vorwärts followed up this feature with 
another front page story, under the headline 
“Daimler swindle”. This explicitly addressed ac- 
counting and reporting concerns. The report de- 
scribed what it perceived as the hiding of profits 
from shareholders (who in turn are described as 
being “greedy for profit”). Daimler were re- 
ported to have decided to increase share capital 
from 8 million Reichsmark to 32 million 
Reichsmark. Vorwärts criticizes the Govern- 
ment for allowing this (as noted, the Govern- 
ment body responsible, under the control of the 
Ministry of Trade, agreed to the issue on 1st 
January 1918 with the Reichsbank). Further, 
these shares were issued at 107% of nominal 
value compared with a market price before the 
suspension of the stock exchange of 1050% of 
nominal value. The report thus suggested that the 
rights issue had been made at a substantial dis- 
count (pure bonus or scrip issues were illegal at 
this time (Hoffman, 1920)). Given the account- 
ing policy of reporting dividends per share in the 
newspapers, Vorwärts interpreted this as a way 
of concealing profits from the public: the paper 
pointed out that with the same dividend, but no 
share issue, the dividend rate, significantly, 
would have been 100%. 

The newspaper then goes on to note that land, 
buildings and machines were stated at 1 
Reichsmark in the balance sheet of 31st De- 
cember 1916 thus pointing to hidden reserves. 
The recording of such values in Germany was in 
itself not remarkable given the interrelation of 
the taxation provisions on capital allowances 
and accounting. Moreover, incredses improvi- 
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sion were anyway allowed in the cause of con- 
servatism (Barth, 1953). There was, however, a 
movement towards this mode of accounting in 
the case of Daimler during the war (Daimler Arc- 
hive, Stuttgart). This then, represents a very 
direct forcing of accounting disclosure as a 
problem into the public eye. 


Developments stemming from public 
awareness 

Daimler themselves had apparently antici- 
pated the growing potential pressure from 
media disclosures as early as January 1918. On 
the 19th January 1918, Daimler attempted to 
justify a share issue, in a statement to the 
Rheinische Zeitung. Daimler’s argument was 
not unique — they stressed the “extraordinarv” 
need to maintain financial capital in the dynam- 
ics of war. Yet the Rheinische Zeitung coun- 
tered this on the same day by arguing that the 
Daimler share issue was transacted in order to 
facilitate the reporting of a dividend rate which 
would not appear too extravagant. This time 
they stressed the concerns of the tax authorities 
about the hiding of war profits, as well as the 
public. 

The Rheinische Zeitung had a front page fea- 
ture on the Daimler affair on the 12th March 
1918. They borrowed material, as a regional 
newspaper, from the high-profile Frankfurter 
Zeitung and set out the dividend rates as did 
Vorwärts. This further serves to illustrate the im- 
portance that was attached to the highly dubious 
indicator of the dividend rate. Yet the figures 
were increasingly being made more transparent. 
The Rbheinische Zeitung goes as far as arguing 
that Daimler was a “typical” example of business 
“making a profit out of the human tragedy of 
war”. The same paper pursued this theme in the 
next issue (13th March 1918) by setting out in- 
formation on the dividend rates, depreciation 
and reserves of the Obershlefsische Eisenbabn- 
Bedarfsgesellschaft (a company in the iron in- 
dustry) which they did in order to illustrate the 
hiding of profits. The paper reported this as 
being characteristic of the entire industry. Thus 
the general concern of war-profiteering became 
intertwined with a concern in the public realm 
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about accounting disclosures themselves. 

Not all newspapers stressed or suggested the 
generality of the Daimler case. The Frankfurter 
Zeitung reported the Daimler case as though it 
was the worst example, rather than typical, of 
the attitude and activity of businessmen during 
the war. The thrust of their critique came 
through on 10th March 1918, where they refer- 
red to Daimler as the “black sheep” of the indus- 
try. They portrayed Daimler as giving a very bad 
public image to the industry as a whole, although 
previous reports, confined to the economic sec- 
tions, had highlighted the war-profiteering of 
several businesses. 

It seems, on the evidence of analysis of the 
more conservative media, as though Daimler 
were being made a scapegoat to ease the de- 
veloping crisis, whereby the activity of major 
Capitalist enterprises was increasingly being 
brought into question — along with their ac- 
counting representations. Rather than using 
Daimler to attack capitalistic activity generally, 
the Frankfurter Zeitung referred to a need to 
punish the “wayward” quickly, so that the indus- 
try would be better appreciated in the public 
light. The newspaper criticized Daimler for 
damaging the war interests of the nation, rather 
than for contributing to the deterioration of the 
circumstances of many people. The Kölnische 
Volkszettung (17th April 1918) were also con- 
cerned to put forward a message which was 
guarded in its critique of industry. They were 
prepared to criticize the specific case of Daimler 
but at the same time were very careful to stress 
the “enormous and magnificent achievements” 
of German industry during the war. 

Daimler attempted to rebuff the attacks, In the 
Kölnische Volkszeitung (13th March 1918), the 
management of Daimler were reported as dec- 
laring that the accusations made were invalid, as 
they came from a person sacked by the company 
on 12th January 1918. That accuser had 
suggested that the Daimler management were 
pushing for a 50% increase in the prices offered 
in Government contracts. Daimler stressed, 
however, that the reality was something in the 
order of 10% and that their threat to stop pro- 
duction applied only to the night shift. 


CRISIS ACCOUNTING 


As the criticism accelerated, Daimler took the 
further step of having a declaration, taking up 
one full side of a newspaper page, inserted into 
each major newspaper. The declaration reiter- 
ated Daimler’s argument set out above. Of 
further significance, however, was that the de- 
claration then went on to defend the financing 
and accounting practices carried out. Daimler 
declared that the rationale for its “dividend 
policy” was its consistency with secret reserve 
creation, enabling the storing up of reserves for 
the readjustment required in the forthcoming 
peace time environment. 

In this way, Daimler hoped to sweep aside 
much of the ongoing criticism, preferring to 
reinterpret it as a criticism over the distribution 
of low dividends and countering this with the ar- 
gument that there was a need to store up re- 
serves. Such an argument had the weight of trad- 
ition behind it. Secret reserves were thus por- 
trayed as something positive in accordance with 
the view that they were a way of “protecting” 
rather than “hiding”. The newspapers printed 
Daimler’s declaration but were still prepared to 
cast doubt on its sincerity in some cases (c.f. the 
Kölnische Volkszeitung 14th March 1918 and 
the Rbheinische Zeitung 15th March 1918). The 
Frankfurter Zeitung wondered why the com- 
pany had been so late in responding. The com- 
pany immediately retorted that it had been 
“waiting three days for the declaration to be pas- 
sed by the censorship body” (Frankfurter 
Zeitung 18th March 1918). Thus the press was 
drawing further attention to Daimletr’s activities 
and to the accounting figures. In this environ- 
ment the war profits issue — and the issues 
thereby engendered — were increasingly dif- 
ficult to ignore by the state. Here was a sign that 
the state, through one of its more overt organs, 
was showing alarm and concern. 


The state and the public concern 

As was touched on earlier, in accordance with 
the philosophy of the Hindenberg programme 
(Baudis, 1978), the pricing of Government war 
contracts was liberal so as to encourage produc- 
tion. The general liberal environment at the time 
is also reflected in the situation whereby it was 
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possible for Germans, holding shares in British 
companies, to exchange shares with British citi- 
zens holding shares in German companies (so as 
to avoid the confiscation of enemy property) 
and where, indeed, war material manufactured 
in Germany was exported to Britain (Bartel, 
1958, p. 336). Eschwege (1917, pp. 342—343) 
argued that in the war economy, even the most 
inefficient company could make a profit, espe- 
cially due to the liberal pricing of war supplies. 
He noted in this context that the need to explain 
the reason for the high level of war profits was 
causing headaches for industry and for the au- 
thorities. The German state, supported widely 
for its social reforms in the late nineteenth cen- 
tury and prior to the war, was increasingly 
threatened by a growing sense of its failure, as 
the war looked increasingly disastrous and food 
supplies were threatened (Bartel, 1958). 
Schwarz (1971, pp. 155—168) argued that the at- 
titude of people to the state changed signific- 
antly and a radical change in public opinion sig- 
nalled the alienation between people and the 
state. The state was failing to fulfil its welfare role 
and by 1918 opposition to the war had increased 
dramatically. 

Key political opponents of the war effort at- 
tacked war-profiteering in their writings and 
speeches. Rosa Luxemburg, the revolutionary 
leader, stressed the significance of the war pro- 
fits of capitalism in her political analysis —- she 
argued that dividends were rising while proleta- 
rians were falling (i.e. being killed) (Walters 
(1970, pp. 257—331). Liebknecht invoked the 
greater awareness of the role of the accounting 
representation — balance sheet reserves — in 
his argument that capitalists were controlling 
the state to make huge profits while many 
starved (this echoed the basic message of 
Luxemburg’s illegally distributed pamphlets; 
Bartel, 1958, pp. 282—288, 313 and Liebknecht, 
1921, p. 42). 

Concerns about profiteering had emerged in 
the state prior to the Daimler affair. Groener, the 
head of the Kriegsamt, is on record as stating that 
he was concerned about the demoralizing ef- 
fects which war profits had and that industry 
should be more ethical and less motivated by an 
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extraordinary profit motive (Baudis, 1978, pp. 
300-301). On 25th May 1917, the Kriegsamt 
secretly issued a memorandum which suggested 
moderating the effects of the pricing policy 
through increasing war profit taxation, and, 
more radically, called for the introduction of a 
law similar to the British munitions law which 
would authorize the Kriegskanzler to put com- 
panies under military supervision and to set 
wages and profits for the industrialists (Baudis, 
1978, p. 302). Despite the concern to give the 
memorandum maximum secrecy, it was leaked. 
Groener was sacked because industry strongly 
opposed such control, posing a threat to the state 
which needed arms (Baudis, 1978, p. 303; Inter- 
nationaler Arbeiter, 1929). That the state 
seemed to collude in the hiding of war profit is 
evident in the Krupp affair where the state cen- 
sor board eliminated a sentence from the annual 
report of Krupp — such written reports were 
normally voluntarily given to shareholders — 
which had mentioned that the extraordinary de- 
preciation figure for the year was put through so 
as to show a lower profit (Bartel, 1958, p. 349; 
Passow, 1919, p. 24)! 

The Daimler affair had become a particular 
concern for the state. The workers of Daimler 
had already gained a radical reputation. The first 
mass political strike of the war on 29th June 
1916 had been a mass demonstration over war 
profits (Bartel, 1958, p. 324). This had included 
workers from Daimler (the Marienfeld plant), 
along with workers from another company al- 
legedly war-profiteering, the Deutsche Waffen 
und Munitionsfabriken, Berlin (Bartel, 1958, pp. 
320-—-327, pp. 522-3). After the mass strikes of 
January 1918, the military had taken over seven 
firms (including Daimler) to simply force 
people to work (and the management assisted 
them by giving them lists of politically active 
workers), though at this stage they were con- 
cerned not to regulate financial management or 
take over much of the general management of 
these companies. As early as the fifth day of the 
strike the Daimler workers were arrested and 
forced back to work (Bartel, 1958, p. 496; 
Hortzschansky, 1978, pp. 30-33). The Daimler af- 
fair, and the issues it engendered, was thus poten- 
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tially all the more serious. The press realized the 
severity of the tensions. 

The Frankfurter Zeitung, for example, de- 
manded that this and other activities taking 
place in the business world should be discussed 
in the Reichstag because it felt that this was the 
only way of “keeping the public informed”. In 
Parliament, members brought their particular 
political stances to bear on the Daimler issue and 
made use of the accounting report in their argu- 
ments. The problem, now manifest, cut through 
the domain of accounting and the party political. 

Among the main proponents of the view that 
Daimler was acting against the interests of the 
German people (as opposed to the “Nation”) 
was Noske, a member of the Social Democrats in 
Parliament, and later to become a key figure in 
the post-war Government (Ryder, 1967). Noske 
argued in the Reichstag that Daimler was not an 
individual case, but a typical one. The entire in- 
dustry, he maintained, had been working for the 
start of the war and was now keen for it to con- 
tinue (c.f. the Rheinische Zeitung, 21st March 
1918). The Reichstag should have acted against 
all profiteers and not made a scapegoat of one, he 
complained. He employed accounting informa- 
tion in a bid to further substantiate his case. He 
emphasized the high dividend rate of Daimler 
(30% ) and expressed serious concern over the 
one Reichsmark balance attributed to some as- 
sets. Noske contrasted the (accounting) profits 
of Daimler with the debt of the state and the pov- 
erty of working class people. He went on to exp- 
licate the state’s interest, effectively seeing this 
as part of the hegemony of capital as an explanat- 
ory factor for the relatively liberal nature of the 
administration of war supplies in Germany. 
Noske pointed out that a few large industrialists 
were able to gain much from the war since they 
sat upon, and held substantial power within, the 
Government bodies concerned with the organi- 
zation of the war state (the Kriegsimter). He 
argued that it was a mistake that such bodies did 
not include experts representing the working 
class and concluded that the tensions of 
capitalism during war could best be overcome 
through bringing the arms manufacturers under 
increased government regulation (a view sub- 
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sequently taken up by academic commentators 
such as Noel-Baker (1936)). 

Conservative members of the Reichstag were 
prepared to join in the criticism of Daimler but 
tried to portray the affair as something of an iso- 
lated example (Kölnische Volkszeitung, 17th 
April 1918). A member belonging to the Zen- 
trum or Centre party attacked Daimler, particu- 
larly condemning the strike threat of Daimler’s 
management. The same member highlighted the 
fundamental economic contradiction between 
Daimler and the state and suggested that 
Daimler must have regarded the German 
government and its people as “stupid”. He did 
not, however, make an attack on the industry as 
a whole. Keinath, of the National Liberals, fol- 
lowed the Conservative viewpoint in the 
Reichstag, underlining this by praising industrial 
efforts during the war. Thus, to some degree, ac- 
counting was being formally politicized in Parli- 
ament. 


ANALYSIS AND DISCUSSION 


Having delineated the above case implicitly in 
terms of our theoretical position, we now turn to 
an elaboration of the major findings of our analy- 
sis in a manner more explicitly informed by the 
critical theoretical perspective we are seeking to 
apply and develop.”° 

At the outset of the war it is reasonable to 
argue that the accounting representations ap- 
pearing in the German mass media possessed an 
aura of neutrality, objectivity, independence and 
fairness. We elaborated how such an aura was 
historically constituted by various factors. We 
maintain that the German state, itself powerful 
and perceived to be legitimate, authorized and 
bolstered the legitimacy of the accounting rep- 
resentation in late nineteenth and early twen- 


tieth century German society. It enacted legisla- 
tion requiring accounting disclosures. More- 
over, case law implicating accounting principles 
tended to further enchance accounting’s aura. 
We showed how accounting representations in 
Germany came to be, through, for example, the 
introduction of legal and technical education 
into the universities, understood as having a 
“knowledge base” and to be viewed as the pro- 
duct of “expertise”. Given that accounting re- 
quired “knowledge” and was governed by legal 
principles, it seems that aspects of the account- 
ing process (such as preparing and auditing ac- 
counts) were increasingly understood as “pro- 
fessional”. And we suggested that the form of the 
accounting representation published in the Ger- 
man newspapers — the T-form balancing state- 
ment consisting of simple “facts” and “figures” 
(in money terms) —- would have further contri- 
buted to accounts being perceived by the public 
to be “objective” and “true”. It seems that the 
“aura” of accounting was constituted through a 
complex of these historical factors. Secret re- 
serves accounting and the particular content of 
accounting representations in Germany were 
thus legitimated. 

That accounting representations were under- 
stood to be objective, neutral, independent and 
fair engendered and enhanced ideological con- 
sequences which were enabling rather than con- 
straining for capitalist power relations at the out- 
set of the war. Benjamin’s argument that art in 
Capitalist society is both “distant” and “close” to 
the public can be reinterpreted in this context 
and applied for the case of accounting (c.f. Ben- 
jamin, 1973). The perception that accounting 
representations were the product of “expertise” 
was arguably a crucial factor in rendering the ac- 
counts “distant” from the public. This is because 
few would have had detailed insights into the 
nature of accounting representations. Such ac- 


'° It should be pointed out.that it has not been an aim here to make a straightforward and crude matching between the 
accounting phenomenon and a theoretical framework developed somewhat removed from an analysis of accounting (in the 
sense that the Frankfurt School never specifically concerned themselves with a study of accounting). The concepts of 
Benjamin and others applied here are contextualized and re-interpreted in terms of the specific analysis, rather than being 
applied non-problematically (as Benjamin himself advocated — c.f. Habermas, 1983a, p. 159). Our analysis and the 
discussion which follows should therefore be read in the context of an approach which Sanu recognizes the 
interpretative nature of applying a critical theoretical perspective. 
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countings would thus tend to be trusted and ac- 
cepted in society rather than be questioned and 
challenged. Accounting representations were 
conceivably “close” to the public in terms of the 
significance of their consequences for society: 
the form, content and “principles” of the ac- 
counts would displace alternative accountings, 
help to create the view of the business as a 
financial entity pursuing legitimate activity, and 
play a role in the creation and distribution of 
wealth. With Marcuse (1972), we maintain that 
accounting, as a representational phenomenon, 
acted as a “harmonizing illusion” with a conflict- 
resolving role for capitalist society. 

Our illustration, however, was concerned to 
explore the mutability of the aura of accounting 
in the context of a crisis situation and the conse- 
quences thereby engendered. We analysed a 
transformation of the aura at two levels. Firstly, 
we delineated the process whereby a particular 
perception of accounts — that they were a polit- 
ical mechanism, manipulated in the struggle 
over the distribution of dividend —— was en- 
hanced at the level of capitalistic enterprises. 
Secondly, we showed how the aura of account- 
ing was transformed in a broader public realm, 
through newspaper coverage. We analysed 
these developments both in terms of general oc- 
currences and through a specific focus on the 
Daimler case, which appears to have been the 
spark that led to the transformation of the ac- 
counting aura in the public realm. 

The process by which the aura was trans- 
formed and the consequences thereby engen- 
dered are areas of particular interest to review. 
Here, we explore the interrelation between the 
development of the crisis and the transformation 
in the accounting aura. Further, we consider the 
extent to which the state (and the capitalist en- 
terprise ) responded to the transformation of the 
aura. And we review the sense in which the 
transformed aura led to accounting assuming a 
conflict-enhancing role in terms of its conse- 
quences for the broader context (as Benjamin 
(1973) would suggest). 

The crisis that we have studied appears to 
have come about through the enhancement of a 
struggle and contradiction of a politico-economic 
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nature in Germany. A struggle between capitalist 
war profiteers and the workers, soldiers and the 
generally disadvantaged was deepened by a 
draining of resources to the war effort and a re- 
distribution of wealth in favour of the profiteers. 
As the war situation worsened for Germany, the 
poor were increasingly deprived and suffering. 
Meanwhile a capitalistic state, the management 
of capitalist enterprises and the owners thereof 
fought with each other over war profits. A con- 
tradiction developed in this context between 
shareholder gain and the prospect of military 
victory, since distributions to shareholders were 
diverted from the war effort. The state seems to 
have encouraged management to hide the size- 
able profits that were offered to capitalist enter- 
prises. This was so that such enterprises might 
retain funds for the increased production of war 
supplies. Managements thus extended an appli- 
cation of accounting practices and principles 
that had been generally accepted prior to the 
war in order to manipulate reported profit 
downwards. Yet shareholders, in many cases, ap- 
peared to have demanded, in the absence of any 
trading on the stock exchange, as much dividend 
as they felt it was possible to get. The accounting 
representation was a mediator in this struggle 
over wealth and came to be increasingly mis- 
trusted by shareholders, as both the newspaper 
evidence (especially from 1915) and the evi- 
dence from Daimler’s general meetings bears 
out. A perception that the accounting represen- 
tation was a political phenomenon was increas- 
ingly held amongst a fraction of German society. 
Yet while this transformation of the aura was 
confined to insider circles and only reported in 
the business sections of middle class newspapers 
and management journals, the aura of account- 
ing in the broader public realm remained rela- 
tively undisturbed. 

The Daimler scandal seems to have been a key 
occurrence in the changing of this latter posi- 
tion. Reports about fraudulent cost manipula- 
tions at Daimler merged with the general 
critique of disclosure practices developing in 
the newspapers to bring the accounting rep- 
resentation increasingly into the public eye as a 
biased representation which could be manipu- 
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lated for political purposes. Newspapers 
criticized Daimler’s accounting disclosures 
prominently, some describing Daimler’s ac- 
counting practices as “malevolent”. The major 
working class newspaper in Germany declared, 
on its front page, that accounts were being 
employed to swindle the German public. Con- 
cerns about war profiteering had become con- 
cerns also about accounting. In this crisis con- 
text developments had occurred so as to engen- 
der the transformation of the aura in the broader 
public realm. It could then no longer be conflict- 
resolving for the hegemony of German society. 

Daimler attempted to respond by trying effec- 
tively to reconstitute the accounting aura. They 
attempted to defend their accounting disclo- 
sures by arguing that they were merely follow- 
ing traditional practice. Yet the secrecy which 
had been positively regarded as a principle of 
German accounting prior to the war, was now 
seen as a way out of hiding activity regarded as 
undesirable by the masses. Having been seen as 
a means of ensuring a fair and “conservative” rep- 
resentation which was objective in its nature, it 
came to now have a negative connotation. The 
newspapers, reflecting the deepening contradic- 
tion in German society, rebutted Daimler’s argu- 
ments. The capitalist state’s concern had at first 
been to cover up war-profiteering (as in the 
Krupp affair and as witnessed by the liberal 
policy governing the allowing of share issues and 
the way in which the law supported company 
management over the hiding of profit). The cli- 
mate created by the Daimler scandal, however, 
led to the state attempting to treat Daimler as a 
scapegoat. The state had been conscious of the 
threat that war profiteering might pose to public 
opinion earlier (as evidenced by the considera- 
tion of an excess profits tax ) but the breakdown 
in the public’s trust of accounts and the conse- 
quences thereby engendered were unantici- 
pated. 

Accounting had lost much of the source of its 
power and authority to engender conflict-resol- 
ution, stability and legitimacy. It was mistrusted 
and perceived as a mechanism for hiding im- 
moral profit. No longer did the social process of 
accounting receive unquestioned allegiance or 
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effect the “harmonizing illusion” with the “re 
consequences that we have referred to (Hor- 
kheimer & Adorno, 1972). Accounting had at 
this stage become more recognized in the public 
realm as a contested field. Critical perspectives. 
on it had spread more widely. 

Since accounting was bound up with the law 
and the state’s policy, it is likely that this would 
have contributed to a wider questioning of the 
State and its law. Accounting was showing a 
capacity to create “an awareness and theorizing 
of social contradictions and  antimonies” 
(Adorno, 1945, p. 678). It had become conflict- 
enhancing for the capitalistic system of power 
relations. In this context, without its previous 
aura of neutrality, objectivity, independence and 
fairness, accounting could now be used by radi- 
cal politicians in their arguments. Thus, as revo- 
lutionary leaders and Social Democrats alike 
stressed the capitalist and exploitative nature of 
the war, a discourse emerged within which ac- 
counting itself was perceived in the role of hav- 
ing come to the hand of the villain. Revolution- 
ary political leaders and Social Democrats, in 
their writings and speeches, pointed out how 
they saw accounting being employed in at- 
tempts to conceal war-profiteering. The aspect 
of secrecy — now seen in terms of the “hiding of 
profits” — thus further enhanced conflict for the 
underlying political order in Germany rather 
than resolving it. And accounting furnished a dis- 
course of critique of war-profiteering in the 
German Parliament. 


On the consequences of the auratic 
transformation 

What was engendered by the transformation 
of the accounting aura? On 6th March 1918, the 
German government took over the management - 
of Daimler. This quelled, it appears, much of the 
more immediate and specific concern. The 
broader consequences of the transformation in 
the accounting aura are enmeshed in a complex 
of subsequent developments, the nature of 
which it is difficult to unravel. It is reasonable to 
conclude that the German socio-political system 
was significantly changed after the war (with the 
abolition of the monarchy and the developments 
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emanating from the establishment of the 
Weimar republic), but clearly the system re- 
mained a capitalist one, with its fundamental in- 
stitutional framework still intact (c.f. Fischer, 
1979; Schiffers, 1979). At the same time the 
post-war revolutionary situation had certainly 
threatened this, with a socialist revolution 
looking very likely for a time in the aftermath of 
the war. Linking such developments entirely to 
accounting would appear to be something akin 
to wild speculation! Our fundamental argument 
here is that, within a complex of forces at work, 
accounting contributed to the process of 
radical change. Rather than moderating conflict, 
accounting played a conflict-enhancing role in 
German. society. 

Accounting itself had changed in that it had 
come to be perceived differently and had 
different types of consequences for the society 
within which it was located. Did this transforma- 
tion last beyond the crisis reflected in the occur- 
rences around the end of the First World War? 

Barth (1953, p. 82) notes that debates over 
secret reserves continued in official circles in 
the aftermath of the war. And debates about sec- 
ret reserves accounting clearly continued well 
into the 1930s, becoming an established part of 
academic discourse (Dietzen, 1937). Perhaps 
one of the earlier “critical” works in accounting 
in Germany. was produced soon after the war 
and related accounting practices to the hiding of 
war profit (Hoffman, 1920). Yet with the end of 
the war and the establishment of the Weimar re- 
public, these critical debates apparently did not 
have much significance. 

It seems that accounting representations 
came to be publicly criticized under very par- 
ticular historical conditions. When these condi- 
tions had changed the focus once more shifted 
away from accounting. The accounting rep- 
resentation was again marginalized in capitalist 
society and its significance effectively down- 
played. This contributed to the former aura of 
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accounting being reconstituted. A likely factor 
in this reconstitution would have been the per- 
ception, surely encouraged by the post-war au- 
thorities, that any “deceitfulness” or “malevo- 
lence” (including that implicating accounting) 
was something associated with the war regime 
rather than with the capitalistic system of power 
relations which continued after the war. With 
the preservation of the major institutions of 
capitalism on the return to relative conditions of 
stability, accounting was situated in a broader 
context within which it could redevelop its 
conflict-resolving role (c.f. Habermas, 1983b). 

Thus it appears that the debates over secret re- 
serves accounting were largely resolved, in the 
1920s, in favour of a recognized principle of sec- 
recy, with the same rationale that had been pre- 
valent in the pre-war conditions being 
employed. Indeed when the subject of secret re- 
serves accounting was debated by a commission 
in 1926, it was resolved that the system permit- 
ting the creation of secret reserves should be left 
unchanged and the suggestion of an obligatory 
reporting format and audit was rejected (Barth, 
1953, pp. 82-83).'’ Subsequently, however, it 
seems that criticisms of secret reserves account- 
ing did give further impetus to the development 
of principles of uniform accounting in Germany, 
these being adopted by the Nazis after their 
rigorous development in the German academic 
accounting community (see Abel, 1971; Diet- 
zen, 1937). 

After the First World War, the debates about 
accounting and the actions subsequently taken, 
even if limited, may have deflected somewhat 
any critical stance. That accounting would still 
have been associated with technical expertise 
arguably contributed to the reconstitution of 
the aura in this regard. Another development 
after the First World War appears to be the re- 
formation of the Treubandgesellschaften (the 
banks’ “auditing wing”) into an association 
with greater independence from the banks, the 


1! This commission was meeting after the great inflation period in Germany. The nature of the critique of the accounting 
representation seems likely to have been significantly modified by the effects of the great inflation period. In the early 1920s 
Daimler’s directors freely admitted that their accounts were “meaningless”, for example. Clearly, the principles of secret 
reserves accounting might once more have regained greater acceptance in this context. 
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Verband Deutscher Treuband und Revision- 
erungesellschaften in 1919 (van Dien, 1929, p. 
414).'* 

An important development soon after the end 
of the First World War which implicated ac- 
counting was the establishment (by the Majority 
Social Democrats in control of the Weimar re- 
public) of a union representative on the super- 
visory board of companies. “Concessions” had 
been earlier made to the unions in the midst of 
the crisis situation, including the reduction of 
the working day to 8 hours (Rosenberg, 1936; 
Ryder, 1967; Grebing, 1985, especially p. 70). 
The seat on the supervisory board gave the 
unions a formal role in relation to the processing 
of the accounting report (and access to a special 
long-form audit report), something which has 
contributed to the modern situation whereby 
the trade unions appear to have a greater weight 
to accounting issues in the Federal Republic of 
Germany than is the case in many other capitalist 
nations (c.f. Gallhofer, 1989), The inclusion of 
the unions on the supervisory board can argu- 
ably be seen as an attempt to pacify the labour 
movement. Yet, to the extent that the account- 
ing representation was no longer regarded as a 
neutral representation by the unions, the aura of 
accounting arguably remained transformed in 
the context of particular management—union re- 
lations. 


Accounting and political praxis 

Applying a development of the critical 
theoretical perspective — the view that there is 
“an emancipatory interest of knowledge” 
(Habermas, 1972) —- we can now consider, by 
way of concluding, what implications the above 
argument and case might have for political 
activity in the accounting realm. At present such 
a concern is implicit in the above discussion and 
is worth elaborating upon in a more explicit. 
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manner. 

Our study has sought to cast light on the pro- 
cess whereby accounting comes to have 
ideological consequences in the broader con- 
text (and hence to facilitate its functioning as an 
ideological state apparatus ). For our case, we de- 
lineated the historical constitution of account- 
ing’s auratic properties in this regard. We 
suggest that a greater understanding of how ac- 
counting comes to have ideological conse- 
quences helps us to better conceive how we can 
change accounting’s impact in society. It ap- 
pears to us that accounting’s aura can be trans- 
formed in society. It can then more openly play 
its part in political struggles and be recognized 
itself as a political phenomenon. And account- 
ing, in this regard, has “no necessary class be- 
longingness” (c.f. Hopwood, 1987; Lehman & 
Tinker, 1987; Tinker & Neimark, 1988). Ac- 
counting has the potential to interrelate with 
socio-political relations, sustaining or re- 
volutionizing them. The transformation of the 
accounting aura we maintain could be engen- 
dered through political argument thereabout in 
an institutional context and framework. We 
should thus actively seek to unmask ‘the 
capitalistic illusions (Horkheimer & Adorno, 
1972) including those implicating accounting 
(c.f. Tinker, 1985). For example, we can attempt 
to reveal what is hidden by current accounting 
practices and pose “alternative realities” in the 
form of alternative accounting disclosures 
(Adorno, 1967). In this we accept Marcuse’s ar- 
gument of the need to actively engage in the 
“dissolution” of people’s prevalent perceptions 
under capitalism —— so that a representational 
phenomenon like accounting might come to 
play a role in revolutionizing people’s attitudes 
(c.f. Habermas, 1983b, p. 166; Marcuse, 1972, 
pp. 103—4).'? 

Clearly, if this was to be linked to a broader 


‘2 In response toa developing crisis in the early 1930s, the formation of the Institut der Wirtschaftspriifer (German Institute 
of Auditors) and their recognition by the state as the auditors of public companies in the satisfaction of legal requirements 


may also be seen as helping to re-constitute the aura. 


'* We are not suggesting that the transformation of the accounting aura through political argument is an easy task. It seems 
to be enormously difficult, given that it may partly gain its authority through resonating with themes deeply embedded in the 
individual and social subconsciousness (c.f. Benjamin, 1973; Althusser, 1971; Tinker & Neimark, 1986; Lehman & Tinker, 
1987). We are, however, here suggesting that it is both a feasible and legitimate action. 
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critical theoretical project in society, it would 

have to be merged with political critique across 

the broad spread of institutions of capitalism (c.f. 

Habermas, 1983a).'4 In this respect, accounting 
is only something of a “small cog in a big wheel” 
in terms of the political system — although part of 
the radical critique must aim to bring out that ac- 

counting is more significant than is generally 
believed (c.f. Lehman & Tinker, 1987). 

Our case showed that accounting’s aura could 
be transformed and subsequently (largely) re- 
constituted. The latter reconstitution was argu- 
ably much easier on the preservation of the in- 
stitutional framework of capitalism (c.f. Haber- 
mas, 1983a). It seems to us that, for the crisis 
period we have focused upon, the transforma- 
tion of accounting’s auratic properties was En- 
gendered as something of an unintended and un- 
anticipated consequence. Since there was no 
conscious policy to transform the aura, it argu- 
ably could not be mobilized as the central focus 
of direct political action. It may have therefore 
been much more smoothly reconstituted in Ger- 
man society after the First World War (at least in 
the broader public realm) — though not with- 
out some more lasting consequences, as we have 
noted. Arguably, a conscious attempt to trans- 
form the accounting aura might be relatively 
more successful. A crisis situation might create 
the historical conditions in which a transforma- 
tion of the accounting aura is more feasible but it 
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is not clear that a conscious attempt to enact 
such a transformation in a crisis context would 
be more productive in terms ofits consequences 
than in conditions of relative stability. Indeed, 
on the passing of the crisis, much social activity 
occurring during the crisis — no matter how 
much it is criticized — can sometimes be more 
easily excused in terms of the crisis itself. Thus, 
in our historical case, the focus could clearly 
have shifted away from accounting on the return 
to conditions of relatively stability, in a way that 
may not have been as feasible if the transforma- 
tion of auratic properties had not occurred in a 
crisis context. In the turmoil, the critical percep- 
tion of accounting seems not to have been de- 
veloped in detail but rather to have been a par- 
tially informed position which could be more 
easily expressed under crisis conditions.'? That 
which engendered the transformation of the 


aura may, in this instance, have made its recon- 


stitution more feasible. All of this suggests that 
political strategy should be related to historical 
conditions and their likely potential, and, that an 
understanding thereofis likely to enhance the ef- 
fectiveness of any strategy. Benjamin’s perspect- 
ive on political strategy, while at first appearing 
ambiguous, is arguably reconcilable in terms of 
its support for this latter position (c.f. Held, 
1980, p. 109; Habermas, 1983a; Benjamin, 
1973).'° 

There does not seem to be much of a rationale 


'4 Habermas has argued that repression can only be lifted on the changing of the broad spread of capitalist institutions. Where 
institutions are preserved, the basic nature of the system is also maintained. In this view: 


Cultural goods are spoils that the ruling elite carries in its triumphal parade, and so the process of tradition has to be 
distinguished from myth. The liberation of culture is certainly not possible without the overcoming of the repression of 


institutions (Habermas, 1983a, p. 135). 


15 Under more stable conditions, however, people might tend to have more anxiety about challenging such an institution 


(cf. Neumann, 1957). 


t6 While Benjamin recognizes the role of human agency in political change (with Marcuse (1972)), he appears at times (c.f. 
Held, 1980, p. 109) reluctant to advocate conscious involvement in a process already set towards revolution: 
whereas Marcuse (by analytically disintegrating an objective illusion ) would like to prepare the way for a transformation 
of the thus unmasked material relationships of life and to initiate an overcoming of the culture within which these 
relationships of life are stabilized, Benjamin cannot sce his task to be an attack on an art that is already caught up in a 


process of dissolution (Habermas, 1983a, p. 136). 


Benjamin, however, seems to be suggesting that while there is a role for human agency, this might be made more effective, 
or even be overridden by historical contextual developments: 


The manner in which human sense perception is organized, the medium in which it is accomplished, is determined not 
only by nature but by historical circumstances as well (Benjamin, 1983b, p. 224). 
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for “waiting for a crisis” (or even trying to create 
one!) before “acting”. Nor does there seem to 
be much point waiting for “unintended conse- 
quences” to occur — although an awareness of 
the nature of historical conditions and their 
potential dynamic is of importance. It does 
seem that accounting critique should form an 
element of political praxis. In this respect, self- 
awareness of accounting’s position in society 
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much enhances rather than negates critical 
praxis. The failure to act would be to promote 
or privilege extant practices, and their conse- 
quences, over alternatives. In modern times, 
when, without radical political action the very 
environment of the globe may be threatened, 
self-awareness without critical praxis appears to 
be irresponsible and dangerous. 
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Abstract 


If culture is seen as a way of life that remains viable by “inculcating in its constituent individuals the cultural 
bias that justifies it” (Thompson, M., Ellis, R. & Wildavsky, A., Cultural Theory (1990 )) then one would expect 
to find differences in accounting norms between countries that could be explained by reference to cultural 
traits. Holding the culture variable fixed and comparing the development of accounting norms in different 
accounting areas could give clues as to what aspects of the cultural context are relevant to accounting 
. regulation. Definitions of the situation, and the kind of arguments used by actors in trying to persuade 
colleagues about the benefits of a certain type of regulation, could be culturally based. The regulation of three 
areas of accounting (municipal, financial and management accounting) in Sweden was studied over a period 
comprising this century to investigate these themes. State intervention, most likely in times of disorder may, it 
seems, be avoided or minimized through intensified debate and the formulation of accounting norms. When a 
messenger exists who shows that a solution is possible, together with an association of individuals and a 
representative expertise that form a sounding board for the debate, accounting finds a role through 
regulation. Academics arrive late to legitimize already accepted principles. Given an acceptable norm, 


compliance can be expected in due time. The state may grow stronger by not intervening. 


Traditionally, the systematic nature of account- 
ing and its principles has been seen to be based 
on a functional role for accounting. With given 
inputs, the outputs are determined by the sys- 
tem and the accounting principles applied 
therein. Accounting systems can thus be de- 
signed to serve the purposes that the principal 
desires. Given the purpose, one should be able 
to deduce, as in engineering, the requirements 
for functionality of accounting systems. 
According to this view, the purpose of the ac- 
counting system determines what data are regis- 
tered, how they are stored and processed to pro- 
duce desired reports. Changing circumstances 
leading to altered purposes for accounting 
would cause observable changes in accounting 
systems and practices. Those changes should be 
susceptible to instrumental explanations. In this 
way the logic of an accounting system is func- 
tional, i.e. it links means to ends in an unbroken 
chain. An accounting theory would provide the 


criteria for what constitutes an unbroken chain 
of accounting reasoning. 

There is, however, the problem that there is 
no generally accepted accounting theory to jus- 
tify accounting standards (Watts & Zimmerman, 
1979 ) despite vigorous efforts to provide a con- 
ceptual framework for accounting discourse 
(AAA, 1977; FASB, 1978). The absence of such a 
generally accepted theory might be due to a mis- 
conception of the role of accounting in society. 
Or it may be because the multiple roles of ac- 
counting cannot be accounted for in terms of a 
functional perspective. 

The fact that an accounting concept is given 
meaning by the way it is used in a certain con- 
text, suggests that accounting may be a cultural 
phenomenon. First experiences of the new “har- 
monized” accounting rules in Europe show that 
the same text is interpreted differently in differ- 
ent cultures. The reverse argument, that actors 
from different cultures will have difficulties per- 


*A paper originally presented at the Second Interdisciplinary Perspectives on Accounting Conference at the University of 
Manchester, 11—13 July 1988. The author thanks the editors and an anonymous reviewer for their patient help in his 
grappling with a complex body of material and a foreign language. 
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suading each other of the benefits of proposed 
new norms, would be a logical consequence of 
this cultural dependence of norms. If, however, 
accounting areas within the same culture could 
be studied, similarities in arguments for norms 
could be exploited to gain a better understand- 
ing of the particular aspects of the relations be- 
tween accounting and culture that are activated 
in norm formulation. 

The two main objectives of accounting are 
said to be (i) to provide information for 
stewardship control, and (ii) decision making. 
Sometimes it is claimed that these objectives are 
really two sides of the same coin (AAA, 1977, p. 
13). However, there are good reasons to keep 
them apart, since one concerns accountability 
and thereby is set in a context of conflicting in- 
terests (principal—agent), while the other con- 
cerns choice among alternative actions (the ra- 
tional model). 

One might argue that the difference is artifi- 
cial — true is by definition equal to fair — and, 
admittedly, under normal (i.e. intended) condi- 
tions one would have difficulties indentifying 
the difference. However, under the accountabil- 
ity objective the truth concept has a connotation 
of right vs wrong, ie. it is determined in a norma- 
tive discourse. Under the decision making ob- 
jective the truth concept is instrumental, i.e. it is 
of the (natural) scientific truth kind. In the first 
case truth is seen to be established by contract 
between parties of conflicting interests. In the 
other, truth is believed to be establishable by 
scientific measurement. 

Whether the game is accountability or deci- 
sion making, influencing “the rules of the game” 
is a political activity. Referring to abstract princi- 
ples, which are difficult to justify anyway, is not 
always the most efficient way to make people 
abandon current practices. In the persuasive 
realm of rhetoric, arguments will be adapted to 
the assumed propensities of the intended receiv- 
ers of the message. Rule making is social and 
geared to a wider context than the principal’s 
need for information to discharge responsibility 
for the agent, or the anxieties of a specific group 
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of investors in the process of deciding whether 
to invest or not. One should expect a mixture of 
instrumental and normative arguments, where 
reference to practical experience and local prac- 
tices is frequent. 

For actors in such a “rules-of-the-game” 
debate it is important to take the initiative and to 
have a good sense of timing, and a stable power 
base does not hurt either. Technical expertise 
may compensate for lack of power sometimes, 
but in the long run accounting is expected to be 
an articulation of control relations. 

If it is the case that conceptual frameworks to 
justify accounting standards are developed after 
the event, the question arises as to the grounds 
on which the norms, that are later justified, are 
based. 

It was to seek an answer to this question that 
four separate studies on municipal, state, 
financial and industrial cost accounting were 
undertaken. The studies were done by different 
researchers without any comparative purpose in 
mind. The arguments used by participants in the 
debate to justify the introduction of new stand- 
ards will be the “archaeological” items (Foucault, 
1982). They will indicate what kinds of demands 
were made on accounting from its environment, 
and how accounting tried to design its role in 
response to these demands. 

The following three sections will address the 
developments in the municipal, financial and 
cost accounting areas in Sweden. Although the 
studies cover longer periods, this paper focuses 
on instances of intensified debate. The develop- 
ment of state accounting will not be treated 


_ since it shows a different pattern than the other 


areas, which in turn have been influenced by a 
strong state. After the empirical sections an at- 
tempt is made to make sense of the observed de- 
velopments by relating the material to social 
theories and philosophy. 


MUNICIPAL ACCOUNTING! 


Preview 
Even is the state had a firm grip on how 


l This section is based on research done by Bergevirn & Olson (1987). 
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municipalities reported in the nineteenth cen- 
tury, when accounting bécame an issue at the 
beginning of this century, it yielded seemingly 
without resistance to a dedicated professional 
group. The Association of Town Accountants 
(ATA) was successful in keeping the initiative all 
through the period of accounting formation. In 
the early years the debate was conducted by a 
few individuals (Nektman, Bernow, Göransson ) 
who based their arguments in practices with 
which they were familiar. In time the initiative 
drifted towards the large cities, and eventually 
academics joined in producing a theoretical dis- 
course on managerial uses of accounting infor- 
mation. The process was politicized in the first 
instance by embezzlement scandals and 
demands for better auditing. 

During the 1930s it was stabilized when pru- 
dence and the maintenance of municipal capital 
were discussed. In the period immediately fol- 
lowing the war capital maintenance was again 
discussed by politicians in relation to the new 
Local Authorities Act, while the ATA discussed 
the uniform chart of accounts, keeping up with 
the developments in industry. When these issues 
were settled, the stage was set for academics and 
the introduction of management techniques 
borrowed from industry. At the time when the 
crucial issues in municipal accounting were set- 
tled (1918-30) the Swedish welfare state had 
not yet been organized. When the great welfare 
reforms were implemented in the 1960s, 
municipalities were the instruments through 
which most of the welfare services were distri- 
buted. A glorious period of municipal growth 
and prosperity was initiated. Accounting norms 
were neglected for more than twenty years to be 
taken up again during the 1980s. 


Ihe municipal setting 

Municipalities in Sweden have considerable 
autonomy, e.g. they levy an income tax, setting 
their own level. The weifare state exerts strong 
influences in the particular sectors of activity 
through special legislation and state grants based 
on sector specific critieria. There are also gen- 
eral state grants to reduce differences in tax 
burden between the different types of 


municipalities and regions. Following the 
Second World War there was a thorough re- 
structuring of the municipal sector to achieve 
economies of scale. This is illustrated by the fact 
that in 1951 there were 2498 municipalities 
while there were only 284 in 1985. 

The accounting history that is of interest here 
starts with the new act in 1862 which made an 
annual budget compulsory and obliged every 
municipality to keep books. However, there 
were no rules as to the principles that should 
apply in accounting. From 1874 the “Statistiska 
CentralByran” (SCB), a state agency in charge of 
national statistics, started to collect statistics on 
the finances of the municipalities. SCB found it 
troublesome to handle the shifting quality of the 
material that was sent in and tried to standardize 
it through forms and handbooks. Most 
municipalities at this time did not have a City 
Council. Instead, decisions were taken by the 
citizens that turned up at municipal meetings. 
Larger municipalities had introduced represen- 
tative democracy by setting up the City Coun- 
cils, which meant that an accountability relation 
to citizens was established. 


Accounting standard setting 

The major period of change in Swedish muni- 
cipal accounting was between the First World 
War and the depression (1918—1930). During 
this period the initiative in the development of 
accounting norms was transferred from SCB, the 
state agency, to the Association of Towns. 

The Association of Town Accountants (ATA) 
was started in 1913. During the war several an- 
nual meetings of the ATA discussed the current 
work of SCB on new forms for municipal 
financial statistics. No decisions were taken until 
1918 when it was decided to set up a committee 
to work out accounting standards. The commit- 
tee was composed of three members, among 
them Wilhelm Nektman who had been advising 
the SCB on its new forms, and who was elected 
chairman of the ATA in 1922. 

When the proposal (forms and accounting 
principles) was presented in the summer of 
1920, Nektman presented it as material to be de- 
bated rather than as a definite solution. Although 
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the time was not ripe for any decision on the 
1920 proposal (SCB working on new forms was 
not of much concern), it constituted a back- 
ground for the ensuing events. 

Calls for uniform accounting were spreading 
due to much publicized embezzlements. Audit- 
ing practices were considered inadequate, 
people without accounting knowledge being ap- 
pointed municipal auditors. The matter was 
brought up in Parliament (the Riksdag) where it 
was stated that auditing would be much easier if 
uniform standards of accounting were intro- 
duced. In reply to an invitation to comment, the 
Association of Towns (AT) said that the situation 
varied greatly between municipalities. In some 
places the books were kept by a professional ac- 
countant; in others by elected laymen. Referring 
to a committee in progress working on standards 
for budgets and accounts, the AT advised against 
legislation at this time. 

Just before the annual meeting in 1924 the 
ATA had received an invitation from the Associa- 
tion of Electricity Works to participate in the de- 
sign of uniform accounting for municipal elec- 
tricity works. The ATA accepted and at the same 
meeting decided to approach the Association of 
Towns to set up a committee to design uniform 
accounting for municipalities. The Association 
of Towns in turn made its Office responsible for 
the project, and persuaded (in December 1924) 
Nektman to take on the task to work out a prop- 
osal. His proposal was ready in July 1927. In Sep- 
tember that year a special committee was ap- 
pointed to evaluate, from a practical point of 
view, and if necessary revise, Nektman’s prop- 
osal. This committee reported in January 1930. 
At the same time the legislation regulating 
municipalities was under review. A new Act was 
in force from 1930. By pointing to the ongoing 
work on accounting standards and the commit- 
tee report the AT could prevent the inclusion of 
accounting rules in the new legislation. 

Nektman had proposed a division between 
the ordinary budget and the capital budget. Cap- 
ital investment that was financed through loans 
or reserves was to be entered in the capital 
budget while investment financed through cur- 
rent revenue would be entered in the ordinary 
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budget. Otherwise the capital budget contained 
matters of finance like loans and funds. Provi- 
sions were made for transfers between the 
budgets (e.g. depreciation) in both directions. 
Depreciation was discussed by Nektman who 
Saw it as similar to the amortization of loans. He 
thought that fixed assets should be depreciated 
and that depreciation should be treated as a 
transfer between the capital budget and the ordi- 
nary budget, while the amortization of loans was 
not so transferred. He was not very explicit on 
the pricing of services, but mentioned that full 
cost would include material, wages, interest on 
capital and depreciation. 

The committee to evaluate and adapt the 
Nektman proposal included Christian Bernow, 
City Auditor of Malmö. Bernow was in his early 
thirties when, at the annual meeting of ATA in 
1923, he established himself as an accounting 
expert by presenting recent changes in the 
accounting system used by Malmö, the third lar- 
gest city of Sweden. When Nektman first presented 
his draft at the annual meeting of ATA in 1926 there 
was much debate and Bernow was an active par- 
ticipant. He considered the Nektman proposal 
provocative, saying: “In Malmö we build on es- 
tablished practices and partly on the State 
budget. The State budget does not suit Mr 
Nektman because it is not designed according to 
his principles, but ours is more compatible with 
the State budget” (cited from Bergevarn and 
Olson, 1987, p. 113). He argued for the Malmö 
solution. The Secretary of the Association of 
Towns, who was invited to the ATA meeting, 
summarized the debate saying that ATA now 
stands divided between the Halsingborg posi- 
tion (Nektman was an accountant in Häl- 
singborg, the most prominent rival to Malm6 in 
southern Sweden ) and the Malmö position (Ber- 
now ), which makes it more difficult to achieve 
general compliance. 

At the following annual meeting (1927) the 
Nektman proposal was again on the agenda. 
Alongside the final draft of this proposal there 
was also a draft comment on it prepared by the 
Executive Committee of the ATA. The Executive 
Committee of ATA largely agreed with Nektman 
on general principles, but proposed some 
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changes including a separation between the 
operating budget and the capital budget (which 
meant a more strict separation of operating and 
capital expenditure) and provisions for budget 
adjustments during the current year. 

Nektman seems to have tired under the pres- 
sure of back stage criticism. As on earlier occa- 
sions, he presented his proposal as an input to 
further discussion and stated that he would not 
take part in any further processing of the draft. 
He indicated that the upcoming congress of the 
Association of Towns would probably appoint a 
committee to finalize the reform. The main ac- 
tors in the ensuing debate were Nektman and 
Bernow. Bernow was the first speaker. He 
criticized Nektman for trying to solve all prob- 
lems at once. Nektman answered that the design 
of accounting should never be based on the 
model of a machine, that there will always be 
judgement and deliberation according to the 
concrete situation. After the debate the ATA 
conducted a secret ballot to elect 15 persons 
from which the Association of Towns could 
nominate five ATA representatives to participate 
in the review of the Nektman proposal. (This was 
an unusual procedure which indicates that there 
was a power struggle going on behind the scene. 
It turned out that the Association of Towns 
chose Bernow and a colleague of his from Malmö 
among the five.) 

Nektman formally presented his proposal at 
the congress of the Association of Towns later in 
1927, which also decided that a review commit- 
tee should be appointed. 

The first thing that the Committee did was to 
select a working party of non-accountants to in- 
vestigate and propose whether the committee 
should base its work on the Nektman proposal or 
the Malmö solution. At the next meeting the 
Committee decided to use the Malm6 solution. 
The Committee appointed a very able secretary 
called Göransson who had worked in the Treas- 
ury of the City of Stockholm but had sub- 
sequently moved to the School Administration 
of the same city. Göransson was very active in 
the Committee, doing most of the drafting work. 
When the Committee wanted to test its ideas it 
managed to get the City of Stockholm to sponsor 
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a project to propose reforms for its accounting 
system. Göransson was appointed leader of the 
project. (Later Göransson was appointed lec- 
turer at the School of Public Administration in 
Stockholm, teaching accounting during the 
1930s and 1940s, not always following the prin- 
ciples laid down by the Committee. He also was 
engaged in the Conservative Party. From 1940 to 
1950 he was Commissioner of the City of Stock- 


holm. ) 
The Committee focused attention on the cap- 


ital concept suggesting that one generation 
should not consume what earlier generations 
had built. It was thus important to measure capi- 
tal properly. Depreciation as well as interest 
should be included in municipal accounts. Uni- 
formity should apply to the general principles 
for the budget format, budget reconciliation and 
accounting for assets and liabilities. 

At the annual meeting of ATA it was 
Göransson who presented the deliberations and 
conclusions of the committee. In a detailed ex- 
position he referred to practice in industry con- 
cerning depreciation, and to the fact that the 
proposed practices were similar to those applied 
in neighbouring countries. Finally, he stated that 
it would be easier to achieve a change of the 
financial statistics forms used by SCB if a large 
number of towns adopted the proposed stand- 
ards. 

In the debate following Géransson’s presenta- 
tion Nektman made a number of critical com- 
ments and Bernow defended the proposal. 
There were worries that the new standards 
would cause practical problems and that they re- 
quired more accounting staff, which larger cities 
might afford but which would pose difficulties 
for smaller towns. Nektman also wanted rules for 
the calculation of the prices for services, but Ber- 
now said that was outside the mandate of the 
committee. 

The meeting ended in disagreement over the 
standards. No decision could be reached but the 
executive committee was given the assignment 
to draft a comment to be presented to the next 
annual meeting. Nektman resigned and in his final 
speech there is a bitter tone. Nektman also re- 
signed his membership of the ATA (but re-entered 
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in 1936). 

At the next annual meeting there was again a 
lively debate and the final decision was unanim- 
ously to accept the principles concerning the 
budget format. As for the accounts, the execu- 
tive committee had not treated the principles in 
its draft but wanted to come back on those after 
‘more practical experience had accumulated. 

At the annual meeting of ATA in 1938, the year 
in which it celebrated its first 25 years, it was 
stated that about 50% of the towns complied 
with the budget format norms and that those 
that did not comply probably waited to see 
whether the SCB forms would be changed or 


not. SCB did prepare new forms on the financial’ 


Statistics from municipalities but a govern- 
mental committee on financial statistics in gen- 
eral wanted a more efficient and cheap manage- 
ment which caused delay. New state require- 
ments were not pronounced until 1945. These 
agreed by and large with the rules that had been 
set in place fifteen years earlier. By then good 
municipal accounting practice had become 
what ATA had proposed in 1930. A committee of 
the Association of Towns presented a proposal 
for a uniform chart of accounts for muni- 
cipalities in 1948. It also agreed with the 1930 
proposal. 

In 1953 in Sweden a new Local Authorities Act 
superseded the Local Government Ordinances 
of 1930. The drafting committee for the Act wor- 
ried about whether the municipalities had the 
accounting instruments to see that capital had 
been maintained. Maintenance of capital had be- 
come an issue in the debate on the new act. The 
committee asked Göransson to assess whether 
current accounting practices made it possible to 
monitor properly the development of “muni- 
cipal equity”. 

Göransson argued that the 1930 proposal pre- 
vided the needed accounting technology. As to 
the competence necessary to apply it, 
Göransson saw no problems for larger 
municipalities — they had already adopted the 
principles — but he doubted whether smaller 
municipalities had the ability to comply. These 
problems would, however, be dealt with in the 
current committee work. From an accounting 
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point of view there was no cause for alarm. This 
was 1952. The “current committee work” men- 
tioned by Göransson had originally been prop- 
osed by Nektman at the annual meeting of ATA 
in 1948. There had been efforts for some time to 
design a uniform chart of accounts for 
municipalities (industry had its uniform chart of 
accounts in 1945, and the Association of Elec- 
tricity Works was in the process of designing its 
own _). However, there were numerous technical 
problems in providing comparative statistics. 
The new management accounting ideas emerg- 
ing at the time and the value of the considerable 
assets that municipalities were accountable for 
accentuated the problems. It should be remem- 
bered that this was the time when the process of 
merging municipalities into larger administra- 
tive units was beginning. 

A committee to deal with municipal account- 
ing was set up, but not until 1950. This was a 
joint committee with the Association of Towns. 
It was called the “Valuation Committee”. Ber- 
now was a member. Now the work on the new 
Local Authorities Act was in progress and con- 
siderable attention was given to the safeguarding 
of municipal capital. Politicians expressed con- 
cern over the complex and largely incom- 
prehensible accounting methods used to keep 
track of the capital. The “Valuation Committee” 
decided to change its name and task. It became 
the “Capital Accounts Committee” and was 
charged with the definition of the capital con- 
cept for municipal purposes, establishing valua- 
tion and depreciation standards, and to adapt the 
accounting system to these standards. In 1954, 
ATA asked a professor at the Stockholm School 
of Economics (Vasthagen) to comment on 
municipal accounting. His lecture had consider- 
able impact on the final drafting of the report 
from the Capital Accounts Committee. It re- 
ported in 1956 and 1957, but was not dis- 
charged because the Association of Towns also 
wanted a uniform chart of accounts, It should be 
noted that two professors, this time from the 
Gothenburg School of Economics (Trolle and 
Goldberg), appeared with speeches under the 
joint title “Cost analysis as an administrative 
tool”. Management ideas had entered the ATA 
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arena. The uniform chart of accounts (it was cal- 
led the K-plan to match industry’s M-plan) was 
presented in 1964 and from now on academics 
were frequent guests at the annual meetings. 
They would talk about program budgeting and 
cash management. 

After 1964 very little happened in municipal 
accounting until the late 1970s when research 
results (Brorstrém, 1982) showed that politi- 
cians do not understand or care very much 
about municipal finances. The annual report was 
given more attention and a prize for the best an- 
nual report was instated. A new model for 
financial reporting was presented in 1986 by the 
association of municipalities. The most enter- 
prising municipalities had installed advanced 
multidimensional accounting systems for man- 
agement control purposes (Olson, 1983) and 
there was a strong trend towards decentraliza- 
tion in municipalities with a concurrent debate 
on responsibility accounting. 

The story about the development of account- 
ing norms in the municipal area shows how ac- 
counting played an important part in the gradual 
emancipation of municipalities from the watch- 
ful state. Instrumental in this process has been 
the early establishment of a professional associa- 
tion of accountants which took initiatives to 
maintain a leading role. When the municipal sec- 
tor reached its golden age of growth and pros- 
perity in the 1960s accounting development 
slowed down. Lately, when the state has been 
weakened by financial difficulties and unstable 
political majorities, municipalities have taken an 
interest in improving their financial reporting to 
the public. 


FINANCIAL ACCOUNTING 


Preview 

The development of financial accounting in 
Sweden can only be understood against the 
background of the Kreuger crash. During the 
first decades of this century industrialization ac- 
celerated largely unregulated. Financing was pri- 
vate, except for the multinational Kreuger. The 
shares of his holding company, Kreuger & Toll, 
were one of the most widely held securities in 
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the world. When he fell in 1932, exposed as a 
swindler, industry took an extreme loss in pre- 
stige. Anumber of changes followed this scandal. 
The social democrats came to power. The audit- 
ing profession, whilst not large enough to take 
charge, used this opportunity to establish itself. 
The foundations for the welfare state were laid in _ 
agreements between employers and unions to 
avoid strikes. Tax incentives for industrial 
growth were introduced and the state increas- 
ingly assumed the role of watch-dog against 
speculators. Not until the late 1960s was there a 
capital market vigorous enough to demand the 
disclosure of accounting information to the in- 
vesting public. The 1970s brought both indust- 
rial democracy and a financial crisis for the state, 
while the 1980s have brought an internationali- 
zation of industry and a bonanza for financial 
capital. This has been reflected in accounting 
regulation organizing for the accommodation of 
multiple interests. 


The setting 

Even if Sweden has some very old companies 
(e.g. Stora, which celebrated its 700th birthday 
some years ago), industrialization came late and 
occurred without too much drama. The first 
Company Act of 1848 was a copy of the French 
Code de Commerce (including concessions by 
the state to form companies). By 1895 the prac- 
tice of forming companies had spread to such an 
extent that the system of state concession was 
abandoned. The Company Act in force from that 
year included rules about the formation of com- 
panies, shareholders’ meetings, accounting and 
auditing. A prominent objective of the 1895 law 
was to protect the investor. A market for au- 
ditors had been established. 

Auditors were usually lay people. Several at- 
tempts were made to have the Riksdag (Parlia- 
ment) set up a committee to investigate how a 
profession of accountants could be organized, 
but these all failed. In 1899, an advertisement ap- 
peared in the Stockholm newspapers inviting au- 
ditors to a meeting to start an association of ac- 
countants in the British fashion. About 80 people 
turned up and the Society of Swedish Auditors 
was formed. The Society initiated some of the at- 
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tempts to put the issue on the agenda of the 
Riksdag. It also had a Working Party make a study 
of how the society should be organized. It 
recommended a solution modelled after the 
English institute. 
In 1912 the Chamber of Commerce in Stock- 
holm authorized accountants. This was already a 
f practice in Germany and Norway. The Stock- 
holm School of Economics had also begun 
educating young people to fit the requirements 
of a profession. From the start it was a require- 
ment that an accountant who wanted to be char- 
tered by the Chamber of Commerce had to have 
an academic degree. From 1919 the other 


Swedish Chambers of Commerce (besides: 


Stockholm ) adopted the same rules for authori- 
zation. In 1923 the authorized accountants 
broke away from the Society of Swedish Auditors 
to set up their own Association — the Swedish 
Institute of Authorized Public Accountants 
(FAR). The first chairman was Professor Oskar 
Sillén who held that position until 1941. 

The drive for better auditing and accounting 
was to a very large extent fuelled by worries 
about fraud. This was also an important reason 
why the Company Act of 1895 was reviewed as 
early as 1910. In the drafting report for a new act 
in 1908 the committee states three motives for 
the review: (1) to protect the public from un- 
sound business ventures, (2) to protect the 
shareholder against the board of directors mis- 
using their position or otherwise managing the 
affairs of the company incompetently, and (3) to 
give minority owners better rights. 

It was considered that the best instrument to 
achieve the second objective would be strict 
rules on auditing. It was also ruled that the 
„financial statements must be made available at 
least a week before the annual shareholders’ 
meeting and that it must be mailed to all 
shareholders that so wished. A form of indirect 
disclosure to the public was hereby instituted. 
However, the annual report remained princi- 
pally a private affair between management and 
owners. 

The key item in the 1910 law concerned the 
valuation rules; prudence in the form of the his- 
toric cost principle. According to the minister 
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that presented the Bill, the main objective of the 
new rules on accounting was to determine dis- 
tributable income. Hence the valuation rules set 
upper limits to asset values. Accounting was reg- 
ulated by law. 


Taxation 

In 1810 an experiment with taxation on de- 
clared net income had been introduced, but it 
was abandoned in 1812 and there was a return to 
the earlier system of yield taxes, special taxes 
and contributions. Not until 1902 was provi- 
sional income tax introduced again. A perma- 
nent order with income and property taxes was 
set up in 1910. A practice of basing taxation on 
the commercial accounts was developed. In the 
Municipal Tax Act of 1928 the basic rule was 
that business income for tax purposes should be 
calculated on what the books show. Only under 
very special circumstances could there be a de- 
viation from the principles used “in the books”. 
Since the accounting principles stated in the 
Company Act set upper valuation limits, it was 
possible to avoid taxes by charging very high de- 
preciation rates. A practice of “free deprecia- 
tion” developed. This practice was codified in 
taxation rules in 1938 where free depreciation 
and free inventory valuation were allowed. Since 
there was no requirement to disclose reserves in 
fixed assets and inventory, annual reports were 
not very useful as a basis for the valuation of 
shares. The fact that the rules allowed an arbit- 
rary allocation of profit over the years was ob- 
viously a good thing for companies but the 
efficiency of the capital market was hampered. 
Legislation and accounting practice thus de- 
veloped on the basis of a tacit agreement be- 
tween the state and the (industrial) business 
community. 


Politics and the “Swedish model” 

By the time the favourable 1938 tax law was 
introduced (which in fact only codified current 
practices) the Social Democratic Party had al- 
ready laid the foundation for its 44 years in 
government through the so-called “crisis settle- 
ment” of 1933 (a “deal” between the farmers’ 
party and the social democrats where the former 


ROLE MAKING FOR ACCOUNTING 


got farming subsidies as a quid pro quo ior their 
support ofa program to fight unemployment ). In 
the early 1920s the party argued for the sociali- 
zation of natural resources and the means of pro- 
duction. Between 1920 and 1936 a committee 
was charged with working out how socialization 
could be carried out. In 1936, there was a much 
celebrated agreement between the employers 
and the blue collar unions (the “Saltsjobad 
Agreement”) to avoid industrial conflicts and 
solve disagreements through negotiations. 
Given industrial peace and development, the 
government could concentrate on building the 
welfare state. 

At this time unemployment was a major issue 
and Keynsian policies were being implemented. 
The state would get its information on com- 
panies for tax purposes but “outsiders” were 
kept uninformed. There was no strong lobby for 
the investing public, and even if there had been, 
the government considered investors to be 
speculators. 


The Kreuger incident 

The Kreuger empire grew substantially in the 
1920s. Kreuger & Toll, the holding company of 
the group, was the largest share in terms of turn- 
over on the New York Stock Exchange (Flesher 
& Flesher, 1986) and survived the 1929 crash 
without much damage. It is difficult to overesti- 
mate the prestige Kreuger had as an industrialist 
in Sweden. Kreuger was of the opinion that the 


only information the investing public needed. 


was the future dividend policy of the company. 
His policy was to give a 20% dividend on the 
nominal share price. The public would not be 
able to interpret detailed accounting informa- 
tion or strategic dispositions. 

In exchange for helping several European 
States to restructure their post-war finances, 
Kreuger obtained monopoly rights for national 
match markets. To maintain the high dividend 
Kreuger set increasing asset values on these 
monopoly rights, showing the necessary dis- 
tributable income. He would then issue financial 
papers against the background of the growth in 
assets and use the proceeds to pay dividends 
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(Flesher & Flesher, 1986). When the scheme 
collapsed in 1932 he committed suicide. 


The post-Kreuger period 

Committee work to clear up the mess follow- 
ing the Kreuger incident provided ample oppor- 
tunities for power shifts. The labour movement 
(Social Democratic Party and unions) gained 
while industry was on the defensive. There were 
only 56 chartered auditors at the time and they 
could do little but expel the Kreuger auditor and 
participate with their foremost member (Sillén) 
in the review of the Company Act that followed. 
Banks and their spheres of interest realigned. 

The foremost problem for the new govern- 
ment in 1933 was the unemployment situation. 
To fight the economic crisis Keynesian policies 
were implemented and the above mentioned 
agreements with industry, which was in no 
position to bargain, set the stage for industrial 
growth and welfare reforms. Ea 

The loadstar in preparing the legal text for the 
1944 Company Act was contained in the follow- 
ing quote: “... that the task of the modern com- 
pany (is) not limited to being an instrument for 
private gain but it has — in accordance with cur- 
rent views ofsociety —an important function to 
fill in industry as a whole and in the service of 
society”. Thus the attitude of the law in some of 
its provisions was to protect the company from 
shareholders and other elements that could 
threaten the existence of the company. This is 
visible in the restrictions on dividends and the 
compulsory retention of profits when debt/ 
equity ratios are unfavourable. i 

There were new rules about the reporting on 
groups but the principal concern was the con- 
solidation of the group. Industry had lobbied 
against the disclosure of group accounts and the 
committee had found the argument, that the dis- 
closure of secrets to competitors could damage 
industry, to be valid. On the other hand, the 
Kreuger crash had shown how rules in the Com- 
pany Act could be circumvented in groups. The 
compromise opted for was that the parent com- 
pany must specify the number and value of the 
shares in subsidiaries, claims and liabilities to 
them as well as dividends and interest payments 
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to and from subsidiaries. The auditors were re- 
quired to make a separate statement as to 
whether the dividend proposed by the parent 
company was defensible in view of the group ac- 
counts that they would audit. However, com- 
panies were not required to publish the group 
accounts. 

The new law also specified the format of the 
financial reports. Since the valuation rules con- 
tinued to set limits on the maximal value of as- 
sets, most companies would have “hidden re- 
serves” in assets which they were not required 
to disclose (again the risk of competitors detect- 
ing secrets was the argument). 

One issue of particular interest was whether 
the income statement should contain a specifica- 
tion of revenues and costs, or if it would be suff- 
cient to start with gross profit and specify some 
costs, e.g. depreciation. (Secrecy was again the 
main argument for the choice of the latter ap- 
proach. ) 

In 1944 the labour movement published its 
post-war program in which it was stated that 
socialization was no longer a top priority. Private 
business would remain private as long as it was 
efficient. 

Users of accounting information such as inves- 
tors or the general public were largely ignored 
in the debate on accounting principles to this 
point. The rules in the 1944 Act did not improve 
matters. However, there was an increasing 
awareness of the need for increased disclosure 
in order that “society” would be able to discuss 
the fairness of the allocation of the value added 
in industry. To that end, G. Myrdal and others 
proposed in the Riksdag that a committee be set 
up to examine how disclosure by industry of 
financial information to the public could be im- 
proved. The debate in the Riksdag was heated, 
terms such as “a socialist experiment” were 
used. A committee was appointed and it re- 
ported back in 1949: The approach was 
“societal” but not very radical. It reasoned that 
one cannot disregard the private ownership of 
companies. Disclosure requirements should not 
be such as to cause damage to individual com- 
panies. Disclosure is a means towards the effi- 
ciency of the economy as a whole, not an end in 
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its own right. 

The committee proposed that if the gross sales 
figure was not reported in the profit and loss 
statement it should be disclosed in the manage- 
ment report. As to the “hidden reserves”, it was 
proposed that the tax assessment values should 
be stated for real estate and insurance values for 
fixed assets. Any change in the valuation princi- 
ples of current assets should also be reported. 

Disclosure on a voluntary basis began steadily 
to increase, although the term “voluntary” here 
needs to be qualified. In 1955 the Municipal Tax 
Act included rules on minimum values for assets. 
Free depreciation and inventory valuation (al- 
lowed since 1938) was eliminated. The reasons 
for these changes were partly the new concern 
to increase disclosure coupled with suspected 
abuses of the liberal tax laws, and partly the fact 
that government wanted to steer investment in 
industry as part of its economic policy. At the 
same time as free depreciation was eliminated a 
new tax incentive, in the form of investment 
funds, was created. Allocations from profit to 
these investment funds were deductible costs 
for tax purposes. If government wanted to stimu- 
late investment in industry it could release these 
funds for a certain period, the reduction of such 
funds not being treated as income. 

Changes occurred subsequent to, and largely 
attributable to the 1955 legislation. In 1953 and 
1964 P. Hanner published his studies of account- 
ing practice in larger Swedish firms. He con- 
cluded that annual reports had become more in- 
formative during the decade, including more 
text and comparable financial statements over a 
series of years. Illustrations and tables were used 
more frequently. Radical change had occurred 
concerning the information presented on re- 
serves in current assets. 

Further changes occurred in the following de- 
cade. The NBK, a committee appointed by the 
Federation of Swedish Industry and the 
Chamber of Commerce in Stockholm, reported 
in 1968. It was concerned to improve informa- 
tion to the stock market. Welfare programs had 
forced the state to absorb large-parts of the avail- 
able credits by regulating the financial sector. A 
vitalized stock market was seen to be the solu- 
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tion for industry. The NBK had a significant ef- 
fect on practice, presenting a model format for 
financial reporting and recommending the dis- 
closure of untaxed reserves. 

A further body that affected practice during 
the 1960s was the FAR, the association of char- 
tered auditors. This had set up a permanent com- 
mittee on accounting standards in 1964 and it 
started to produce recommendations immed- 
iately. By 1968 there were 8 recommendations. 
In 1966 a competition on the “Best annual re- 
port” which gave much publicity to the winning 
companies was started. Hanner was chairman of 
the jury and Professor Johansson was a member. 

There were several governmental committees 
at work also at this time. A committee on a new 
Accounting Act presented a proposal in 1967. It 
was criticized, especially for not being adapted 
to computerized accounting, and the Ministry of 
Justice decided to appoint a new committee. 
This committee was able to build on the earlier 
draft and presented the new proposal in 1973. 
The committee work on a new Company Act 
was co-ordinated with parallel work in the other 
Nordic countries, Hanner being the main actor 
on accounting issues in the drafting of the 
Swedish proposal. The Ministry of Justice de- 
layed action on the Company Act to await the 
Accounting Act proposal and to co-ordinate the 
texts. 

At this time the political debate was con- 
ducted largely in terms of work environment 
and industrial democracy. Legislative initiatives 
were frequent and the state was active in reg- 
ulating industrial life. Unions were granted co- 
determination by law and in general the trend 
was to strengthen the means for employees’ in- 
fluence on managerial decisions. Although not 
very significant politically, this was also re- 
flected in the composition of the Accounting 
Standards Board, a state agency set up as part of 
the decision on the 1976 Accounting Act. 

The Accounting Standards Board (ASB), 
charged with the task “to further the develop- 
ment of good accounting practice in company 
accounts and financial reporting” (SFS, 1976, p. 
125), started its work in 1976. Members of the 
board are called experts in the Bill, but still they 


were chosen as representatives of interest 
groups. It should be noted, however, that the in- 
vestors or other users of financial accounting in- 
formation were provided with no representative 
on the board. 

One of the arguments for a state agency to. 
care for good accounting practices was that the 
auditors, even if they had done a good job so far 
in standard setting, themselves constitute an in- 
terested party and thus cannot be expected to 
work impartially. (FAR was the only dissenting 
organization among the commentators on the 
ASB part of the draft bill.) In the original prop- 
osal no union representative was foreseen, but 
after the political preparation of the bill, both 
white collar and blue collar unions were rep- 
resented. 

The only standards produced by the ASB are 
those on which there is unanimous agreement. 
Majority votes are not sufficient. For instance, 
the Board has been unable to produce a standard 
for the treatment of assets and liabilities in 
foreign currency due to disagreement about the 
tax treatment of unrealized gains and losses. 

FAR is represented on the ASB by members of 
its accounting committee and has managed to 
establish a well functioning co-ordination of the 
work of the two bodies. Since ASB in a way is re- 
lated to the Accounting Act, which is applicable 
to all kinds of entities required to keep accounts, 
it has worked on a wider range of accounting 
problems. FAR has concentrated on matters re- 


Jating to the annual report. When tax courts 


want advice on what is to be considered good ac- 
counting practice in cases before them, they 
turn to ASB. In this way pronouncements ac- 
quire legal status to the extent that decisions by 
courts include pronouncements by ASB; other- 
wise the standards of both bodies only have the 
status of recommendations. 

Lately, there have been negotiations between 
FAR and the organizations behind NBK (the 
Stock Exchange and the Federation of Swedish 
Industries ) to set up a joint accounting commit- 
tee modelled after the American FASB. The dis- 
cussions have taken place against a background 
of what seems to be a decline in the willingness 
to comply with some standards. Large multi- 
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national companies have tended towards “law- 
lessness” on accounting for goodwill and cur- 
rency translation. Regulation, it seems to be felt, 
has to be better organized. The likelihood is that 
this discussion will result in a changed institu- 
tional structure for standard setting. The ASB, 
the state agency, will continue as before, while 
FAR will give up setting standards on its own and 
join forces with the financial market regulators. 
The outcome, now being implemented, is a 
rather complex institutional framework for ac- 
counting regulation mirroring a complex con- 
text. Individuals who take up positions in that 
framework will have to assume the role of pro- 
fessional regulators. Representatives will partici- 
pate in the public debate, experts will work in 
staff units. The process of regulating financial ac- 
counting will become public. 

The development of financial accounting 
norms was initiated by the Kreuger incident in 
1932. At that time the accounting profession was 
not organized to take any initiatives of its own. 
Instead the ascent of the Swedish welfare state 
set the stage, led, as it was, by a labour move- 
ment that had gained impetus as a result of the 
loss of prestige of industry due to Kreuger’s de- 
bacle. The profession had to adopt a strategy of 
joining committees initiated in the legislative 
process. Only when the welfare state began to 
experience financial difficulties could the infor- 
mation needs of the capital market be heard. 
Again industrial interests had taken the lead. The 
profession developed great skills in lobbying for 
good accounting practice (Jönsson, 1988), but 
there was no room to assume the same leading 
role as in some other countries. 


COST ACCOUNTING IN INDUSTRY 


Preview 

There are two periods of intensified debate on 
cost accounting issues in Swedish industries: 
one of these concerns the terminology and pro- 
cedures of full cost calculation in the early 
1930s, and the other concerns marginal costing 
during the period 1949—52. The case of cost ac- 
counting in Sweden shows how the newly or- 
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ganized engineers took the initiative in the name 
of rationality and sound competition. The de- 
velopment of cost accounting terminology was 
dependent upon the Scientific Management 
movement. The committee work was done ex- 
clusively inside the sphere of influence of the 
Association of Technologists and in the spirit of 
social engineering. Accountants were rarely vis- 
ible in this debate. The accounting professor in 
Stockholm, Oskar Sillén, devoted most of his 
time to the establishment of an auditing profes- 
sion. The other accounting professor in Sweden 
at the time, Albert ter Vehn, was called in ata late 
stage to help with the design of the standard 
chart of accounts. It could not be tolerated to 
have him as an outside critic (one might con- 
clude). 

The debate on marginal costing also began 
outside accounting. This debate was initiated by 
an economist. Marginal costing challenged the 
earlier full costing standard, and the people re- 
sponsible for that standard, notably Liljeblad, de- 
fended it heatedly and by appealing to its practi- 
cal roles. 

During the last decade the RP-project, a pro- 
ject with the aim of specifying a standard proce- 
dure for designing accounting information sys- 
tems, has been a rallying point for management 
accountants. It has been dominated by account- 
ing academics and its most treasured aim is to 
provide for flexible reporting to accommodate 
different decision situations. Standardization is 
oriented towards the methods used in the design 
of systems. 


The setting 

The Swedish Federation of Industries was 
formed in 1910 to promote the goodwill of 
Swedish industries. In 1912 it set up the Indust- 
rial Bureau with Professor Oskar Sillén as its di- 
rector for the first five years (part time at the 
Bureau, part time at the Stockholm School of 
Economics). The Bureau became the centre of 
the Scientific Management movement in Swe- 
den, publishing books, including Taylor’s, and 
providing consulting services. A leading propo- 
nent of Scientific Management was E. A. 
Forsberg, chief engineer in Separator, where Sil- 
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lén worked before becoming professor, and part 
time teacher in industrial management at the 
Royal Institute of Technology. Sallfors also 
joined the Industrial Bureau and succeeded 
Forsberg as teacher in the late 1920s. The In- 
dustrial Bureau had close ties to the Association 
of Technologists, a very active association of uni- 
versity trained engineers. It was in fact a debate 
in the Association that triggered the establish- 
ment of the Federation of Swedish Industries. 
The Association and the Federation provided the 
institutional setting for the development of cost- 
ing standards. 

This gallery of persons and institutions helped 
establish the German connection and forged a 
close link between Scientific Management, busi- 
ness education and industrial management edu- 
cation at the time that Swedish industrial de- 
velopment took off. 


Standardizing cost terminology and costing 
procedures 

In a way the process started at the annual 
meeting of the Association of Technologists in 
1928. At that meeting the agenda set by the or- 
ganizing committee broke down. Instead the 
meeting was dominated by a discussion of prin- 
ciples for full cost calculation and “industrial 
book keeping”. This was occasioned by a letter 
from the SIS (Swedish Institute of Standards ) ask- 
ing for comments on a proposed terminology 
standard for full cost calculation. 

The excitement at the annual meeting may 
have been caused by the fact that members 
realized that while they had been “quarrelling” 
over the appropriate section for the subject 
another body had taken the initiative. 

The beginning of the debate can be traced one 
stage further back. Nils Fredriksson, a prominent 
participant in debates on costing at the time, 
chairman of one of the sections of the Associa- 
tion of Technologists, and a chief officer of the 
Royal National School Board in charge of the 
bureau of occupation! training, had written a let- 
ter. More correctly, it was the Royal National 
School Board that wrote, in February 1927, to 
the SIS and proposed that it should take action to 
produce a uniform terminology of full cost cal- 


culation to be used in schools. In March the same 
year SIS appointed a committee to work out a 
draft. Members of the committee were N. Fre- 
diksson, R. Liljeblad, H. R. Schultz and O. Sillén. 
One year later a proposed “Uniform basic ter- 
minology for full cost calculation” was pre- 
sented that closely resembled a German stand- 
ard from 1920. 

The procedure of full cost calculation was de- 
scribed as consisting of three steps; (i) determi- 
nation of cost elements, (ii) allocation to cost 
centres, and (iii) allocation to cost units. Over- 
head costs were defined as costs that are joint to 
more than one cost unit. They were classified 
into materials overhead, production overhead, 
and sales overhead. Concepts like allocation 
base, burden, variable and fixed costs, a priori 
(estimate) and ex post calculus (costing), and 
prime costing were proposed. 

Since two members of the committee, Lilje- 
blad and Schultz (who were both engineers), 
represented ASEA, a heavy manufacturing com- 
pany with thousands of products (machinery for 
generating, transmitting, and using electric 
power ), it is not surprising that the proposal was 
strongly influenced by the terminology used by 
that company. 

It was this proposal that caused debate at the 
1928 annual meeting of the Association. There 
were critical voices, especially from SKF, the ball 
bearing company in Gothenburg. In May of that 
year U. Forsberg of SKF stressed the relation be- 
tween absorption costing and cost accounting in 
a speech to the Association. He presented the 
standard cost accounting system used by SKF 
since 1918 (based on American ideas acquired 
from a ball bearing company in Philadelphia that 
SKF had bought in 1916). He maintained that 
price calculations should be made outside the 
accounting system. Cost accountants, i.e. practi- 
cal men, should be included in the SIS commit- 
tee. This was not a task for engineers and 
academics. The critique of the draft occasioned 
additions of new members to the SIS committee, 
among others E. Jacobsson, Controller from SKF 
(his influence on the subsequent committee 
work seems to have suffered from his low atten- 
dance). 
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In December 1929 a new draft was presented. 
In the introduction it was said that it should al- 
ways be remembered that every cost estimate 
should be geared to the decision situation at 
hand (different costs for different purposes). 
There were some minor changes in terminology. 
The committee discussed estimates at historic 
cost, Current cost and replacement cost. It could 
not agree on the question of whether interest 
should be included as a cost. It was suggested 
that this issue should be dealt with later in con- 
nection with procedures of costing. The full cost 
concept was defined as consisting of production 
cost (in turn divided into direct material, direct 
labour and production overhead), cost of sales. 
and cost of administration. It was stressed that 
cost calculations serve different purposes and 
that this implies different assumptions about the 
selection and valuation of resources used. 

In March 1930 the new draft was sent out for 
comment. About 50 comments were received. 
Critical voices were heard from the SKF-Volvo 
sphere which had been influenced by American 
ideas. A. Gabrielsson, a former employee of SKF, 
now founder and CEO of Volvo, gave a speech to 
an audience of business economists where he 
sharply critized the draft for not distinguishing 
between cost accounting and estimates. Current 
costs, interest on capital, etc. should not be part 
of cost accounting. The selection of what current 
and opportunity costs are relevant should be 
made when a cost estimate is made and not ac- 
cording to some predetermined standard. In the 
ensuing discussion, R. Liljeblad of ASEA was a 
main actor. 

There was another revision of the draft and it 
was finally promulgated as a provisional stand- 
ard in June 1931. The revisions concerned 
minor points of clarification. However, the com- 
mittee openly acknowledged that everybody 
could not be satisfied with the proposal even if it 
represents “what is at present considered to be 
generally accepted and from different view 
points most suitable practice”. Remaining issues 
were to be settled after a trial period in connec- 
tion with committee work on a standard for cost- 
ing procedures. 

The Association of Technologists was quick to 
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approach the SIS on the matter of uniform proce- 
dures for absorption costing. SIS returned the 
matter to the Association asking it to propose 
what should be done. In February 1932 the ap- 
propriate section of the Association appointed a 
committee to plan how such procedural norms 
could be worked out and what the costs would 
be. When this was settled the actual drafting 
could start. 


This was a difficult task since there was bound 
to be more controversy than there had been 
concerning terminology. It was also quite obvi- 
ous that compliance would have an effect on 
competition in industries with tenders. Liljeblad 
took the initiative proposing the basic principle 
that full cost should be seen as the sales price at 
which the firm is able to operate continually at 
normal capacity without financial contributions 
from the outside but also without profits ex- 
ceeding the payment of interest on capital. Ab- 
sorption costing should be a “normal” calculus 
using current costs. The enthusiasm of the SKF- 
Volvo camp seems to have faded at this point. 
Jacobsson resigned from the committee and 
Thorelli from Ericsson replaced him. Ericsson is 
a company in the same sphere of interest as 
ASEA. 


In April 1934 the committee presented its 
“Proposal for uniform principles for absorp- 
tion costing”. The ASEA philosophy prevailed. 
Gabrielsson of Volvo reiterated his critique 
in a letter to the committee stressing the 
necessity to separate cost calculation from cost 
accounting. The accounts should not contain 
unrealized profit that would complicate inven- 
tory valuation. The committee has disregarded 
accounting principles. The principal issue, 
according to Gabrielsson, was whether one 
should give priority to Liljeblad’s fears of 
erroneous costing due to changing prices or to 
Gabrielsson’s fears of subjective accounting. Lil- 
jeblad’s answer to this was that it would be too 
complicated to apply Gabrielsson’s method to a 
company like ASEA with thousands of products 
and a large part of the production on a job order 
basis. 

“Uniform Principles” was made a standard in 


ROLE MAKING FOR ACCOUNTING 


1936 and soon committee work was under way 
to adapt the standard to.specific industries, and 
to design cost accounting schemes to support it. 
The first application of the principles to a special 
industry was to foundries in 1939. The commit- 
tee says in its introduction to that report: 


.In no industry does the need for uniformity in cost calcu- 
lation seem to be greater than in the foundry industry. 
Anybody who has had an opportunity to compare foun- 
dry tenders could not have avoided being surprised by 
the huge differences in price between offers. 


The most prominent argument for uniform 
cost calculation practices was that they would 
eliminate what was sometimes called “unsound 
competition”. As the war approached another ar- 
gument was added; the need for cost control in 
contracts with the state and a general need for 
price control in times of shortage. Besides, there 
was the precedent to follow, a German standard 
chart of accounts. 


The normal chart of accounts 

Standardization went further, like in Germany 
it was assumed that a standard chart of ac- 
counts for manufacturing industries would im- 
prove the efficiency of the economy as a whole. 
In November 1940 the executive committee (N. 
Fredriksson was a member) of the Association of 
Machinery Industry (Mekan ) set up a committee 
for uniform accounting methods. The commit- 
tee wanted a more flexible plan of accounts for 
the engineering industry. than the German one. 
It had to allow different costing methods, cost 
control systems, valuation methods and ac- 
counting techniques. A preliminary draft was 
presented at a meeting organized by the Associa- 
tion of Technologists. The discussion led to revi- 
sions. In March 1943 it was decided to employ 
the accounting professor of the Gothenburg 
Business School, A. ter Vehn, to work out a com- 
ment to the proposed chart of accounts. He was 
a most uncompromising critic of the technical 
deficiencies he saw in the preliminary draft. The 
chart consists of 10 classes of accounts, where 
classes 0, 1, 8, and 9 are reserved for financial ac- 
counts and the remaining classes for cost ac- 
counts. There are variations for different costing 
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methods. The normal chart of accounts was 
quickly generally accepted and widely used. 
With this the standardization process was com- 
pleted. The normal chart of accounts (the 
Mekan-plan) was very well suited for educa- 
tional purposes and up to the 1970s it was the 
basis for management accounting education in 
Swedish universities. 


The debate on accounting and pricing 
1949-1951 

There is one more incident that illustrates the 
role of cost accounting in Sweden. On 27 Oc- 
tober 1948 the economist T. Palander presented 
a paper (Affarsekonomi (1949), nos 1, 3 and 
13) on the merits of uniform principles for cost 
calculation at a meeting organized by the Associ- 
ation of Business Administration (note: not the 
technologists). Palander maintained that cost 
calculations were supposed to enlighten the 
choice between alternatives (decision making) 
and that marginal costs and revenues was the 
proper basis for this. He used highly stylized for- 
mulations of types of production to prove his 
point and aroused debate. Liljeblad was the 
foremost critic. Firms are not as simple minded 
as Palander seems to assume; neither are the ex- 
tremely simplified examples that Palander used 
of any practical relevance. ASEA has 40,000 dif- 
ferent products and it is inconceivable how one 
would go about decreasing production of one to 
increase another. 

Maybe what was said that evening is not as im- 
portant as the fact that this marked the beginning 
of a new era when managerial viewpoints rebel- 
led against traditional absorption costing and the 
ASEA philosophy. For the first few years after the 
war Swedish industry, undamaged by the war, 
ran at full capacity. Soon, however, prices started 
to fluctuate for products such as textiles and 
steel. 

Soon, a manager from the textiles industry, 
Ericsson (Affarsekonomi (1950), nos 1, 3 and 
5) argued for the blessings of direct costing and 
pointed out that overhead is not covered until 
the product is sold. What about pricing? Some 
people say that a price based on direct costs will 
incur losses! Why not charge what the customer 
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is willing to pay, Ericsson said. Overhead should 
be monitored through budgetary control, not 
through pricing. The objectives of the account- 
ing system should be set first and then the 
simplest possible solution sought. It is not ra- 
tional to believe that systems could be designed 
to satisfy all objectives at once. 

Liljeblad answered (Affarsekonomi (1950), 
no 11) that the “Uniform principles ... are ... 
based on the ASEA experience”. He also said that 
the recent criticism is unfounded. Palander is 
out of touch with reality and Ericsson’s experi- 
ence is limited to the textile industry. His views 
would be disastrous if applied to the engineering 
industry. Market prices are determined by cost 
levels. 

The debate went on and in early 1951 a rep- 
resentative of a major steel company (Kling, A/- 
färsekonomi (1951), no 7) joined Palander and 
Ericsson pointing out the need to determine the 
kind of decision situations in which the informa- 
tion from the cost accounting system will be 
used before the choice of relevant costs can be 
made. 

Ericsson and Liljeblad met in further debates 
without succeeding in persuading each other 
(Liljeblad the production engineer and Ericsson 
the salesman). This was the last public appear- 
_ ance of Liljeblad who had been an authority on 
cost calculation for more than 20 years. His last 
comments convey bewilderment over the fact 
that the others were not convinced by the logic 
of his arguments. Somebody was wrong and it 
was not he. 

The debate over full cost calculation subsided 
for the remainder of the 1950s and the 1960s. 


Universities expanded business education and 


got ready for management science. In early 1973 
a proposal was put to Mekan to work out an ac- 
counting system design approach geared to the 
fast developing information technology. A work- 
ing party with representatives from some major 
companies was set up to formulate a project on 
how to structure data in an accounting system to 
achieve greater reporting flexibility. Multidi- 
mensional recording of transactions and data 
base thinking had been discussed for some time. 
The RP-project was established to design proce- 
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dures for the design of accounting information 
systems. From 1975 this project started to gen- 
erate output in the form of books, manuals, cases 
and seminars. Today it is well established as the 
way to deal with accounting system design 
(Samuelson, 1989). Its terminology is accepted 
in practice and in management accounting edu- 
cation. One important factor to this end is the 
fact that the most visible persons in the RP-pro- 
ject are from the universities. The RP-project has 
avoided prescribing what management control 
models or accounting models should be used. 
Instead they have worked with a number of 
cases. The idea is to show that there are different 
possible solutions to most problems and to 
sketch the design processes and tools that could 
be useful in that process. 

Also in industrial cost accounting we see the 


development of norms driven by state initia- 


tives. The debate in the 1930s was conducted 
against the background of the threat of socializa- 
tion in an industry weakened by the Kreuger 
affair and the depression. The profession which 
is organized well enough to host the committee 
work is the Association of Technologists. Later 
when the need for accounting information 
suited for managerial decision making was 
voiced the debate diffused into different arenas 
and no standards were produced after the 
normal chart of accounts had been introduced. 
When the standardization process gained 
momentum again in the 1970s the subject was 
procedures for designing accounting informa- 
tion systems. 


COMPARING DIFFERENT ACCOUNTING 
AREAS 


Before comparing the development of the 
three areas in order to detect patterns and to 
trace the flow of ideas between the different 
areas it might be useful to place the processes 
parallel to each other. The descriptions given 
above are primarily chronological; time is com- 
pressed into periods in Table 1. 

Inevitably any such schematic characteriza- 
tion of the development of accounting norms is 
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TABLE 1. Overview of the three processes 


Municipal Financial Management 
1907—13 1895-1912 1909—12 
(organizing, fraud ) (organizing) (organizing, Taylor) 
1918-30 1933-55 1927-36 
(system building, internal (Kreuger, post-Kreuger (cost calculation, sound 
politics) politics) competition) 
1950-56 1949-51 
(maintaining capital) (costing for pricing) 
1964-86 1968-87 1973- 
(organizing for budget (state, market, profession ) (system design, structural 
control) change) 

1986 1989 1989 
(new model for (market and profession?) (relevance lost?) 


financial accounting) 


open to question. But the following reasoning 
provides grounds for the periodization chosen. 

(1) Around the turn of the century there was 
an organizing period for all three areas. Frauds 
were frequent and there were demands for 
order. The institutional structures of modern 
society were being built. Professions formed in 
auditing and municipal accounting. 

(2) The crises of the 1930s (Kreuger crash, 
unemployment) helped to give rise to develop- 
ments that also affected accounting norms. For 
municipal accounting things had largely been 
settled by 1930. The profession had defended 
their territory. The Kreuger crash weakened in- 
dustry in one stroke and allowed the new social 
democratic government to introduce Keynesian 
economic policies to fight unemployment. Be- 
sides managing the state budget, tax policies to 
promote self-financed industrial growth were 
implemented as well as the “Swedish model” of 
solving controversies through negotiation. 
(There was not much development of account- 
ing during this period, except for the cost ter- 
minology, which seems to have been driven by 
the need to justify prices.) The state had taken 
the initiative. 

(3) During the war economizing was essential 
and Tayloristic ideas about rationalizations were 
introduced in the state bureaucracy. This laid the 


foundation for ideas about the control through 
planning which invaded the public sector in the 
post-war period and found their articulation in 
program budgeting. While political leaders had 
focused on managing the economy before the 
war, more attention was now directed towards 
managing an expanding public sector. Financing 
expansion meant that innovation was needed in 
taxation. It is probably a significant observation 
to note that it is personal taxes that are high in 
Sweden compared to other European countries, 
while taxation of industry has been quite liberal. 

(4) The unity of the engineering profession 
around the full cost concept was broken by the 
challenge from an economist and business 
people from the industries (textiles and steel) 
that were first to be subject to international 
competition. Marginal costing did not win but 
the insight that different solutions are needed for 
different situations had come to many. 

(5) A permanent budget deficit during the 
eighties for the state and a consequent halt to 
municipal expansion have weakened the state. A 
recent interest in the accountability of 
municipalities and state agencies may not be di- 
rectly connected with design efforts concerning 
annual reports. These reports are probably seen 
as interesting PR-instruments to legitimize ex- 
penditure. 
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(6) The rise in importance of the capital mar- 
ket and its internationalization have created a 
problem of liaison for the auditing profession. 
While the profession was earlier preoccupied 
with its relations with the Accounting Standards 
Board, it is now negotiating a joint accounting 
board with the Stock Exchange. There is cur- 
rently a debate in the professional press about 
the responsibility of auditors after a couple of 
cases where the auditors of financially complex 
companies approaching bankruptcy have rec- 
ommended the discharge from liability for the 
board of directors. 


Possible approaches 

In trying to explain the development ofa role 
for accounting in the three areas described 
above a number of choices are necessary con- 
cerning an appropriate approach. The problem 
is that the choice of approach determines what 
features are interesting and it is those features 
that confirm that the approach was right. The 
choice of paradigm is self-confirming. 

The overarching question is whether change 
is mainly caused by political-economic rela- 
tions of the productive forces or a consequence 
of an ongoing “theoretical” discourse on the 
content of conceptions like “true and fair”. In the 
former case one would draw on the Marxist or 
the corporatist literature, while in the latter case 
phenomenologically oriented theories would 
provide a more adequate conceptual frame- 
work. An objectivist would argue that unless we 
are able to ground knowledge in a rigorous man- 
ner we cannot avoid scepticism, while a rela- 
tivist holds that we are forced to recognize that 
fundamental concepts like rationality, truth, and 
norms must be understood- as relative to a 
specific framework, paradigm or culture (Bern- 
stein, 1983). Recognizing that, “There is no 
neutral algorithm for theory choice, no systema- 
tic decision procedure which, properly applied, 
must lead ... to the same decision” (Kuhn, 1962, 
p. 200), we will follow Bernstein (1983) and as- 
sert that the thesis of incommensurability of 
frameworks leads to an openness to sound argu- 
ment. Giving up objectivism, i.e. the claim that 
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scientific inquiry is only possible if there “is ... a 
common, neutral epistemological framework 
within which we can rationally evaluate compet- 
ing theories or paradigms” (Bernstein, 1983, p. 
92), does not necessarily lead to chaos. Instead 
the realization that frameworks, or bases for 
reasoning, are incommensurable allows us to 
“understand what is distinctive about them with- 
out imposing beliefs, categories, and classifi- 
cations that are so well entrenched in our own 
language games that we fail to appreciate their ` 
limited perspective” (Bernstein, 1983, p. 92). 
Frameworks, scientific as well as practical, can 
be compared rationally in many ways, and com- 
parisons may make us aware of the fact that argu- 
ments that are conclusive in one framework may 
not be very persuasive in another. Frameworks 
are the bases for rational arguments and argu- 
ments across frameworks can be assessed as to 
truth value through the logical mechanism of 
absence of contradiction or the empirical 
mechanism of agreement with “facts”. But a 
more significant, or rather prior, assessment is 
relevance ot meaningfulness. Arguments must 
be first relevant and then true in social dis- 
course. The procedure to establish relevance is 
dialogue (Habermas, 1979; Bråten, 1986; Ims, 
1987 ). Even if Habermas’ communicative theory 
demonstrates a somewhat rigid adherence to 
procedural rationality in its insistence upon un- 
distorted communication, it still gives us a 
model for establishing norms of relevance across 
frameworks. 

The strategy, then, in analysing the empirical 
material presented above is to entertain several 
hypotheses at a time. The aim is not to dismiss 
any of them as false, but to try to find out under 
what circumstances they might be relevant, i.e. 
helpful in generating meaningful explanatory 
episodes out of observed phenomena. This mix- 
ture of perspectives, although not very orderly, 
is believed to be appropriate in an early phase of 
study where conceptual structuration is the 
major task (Giddens, 1984). 


Themes 


Getting organized. A common feature in the 
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descriptions of the development of roles for 
accounting in the three areas is that in all cases 
there was a starting period that it seemed natural 
to call “organizing”. The events included in that 
period make later events comprehensible by giv- 
ing them a background. 

In the case of municipalities there was the for- 
mation of an association of municipalities and 
the first municipal congress in 1907. At this con- 
gress experiences could be compared and it was 
found that uniformity of accounting principles 
was lacking. It was not until 1918, when the state 
agency SCB had published its new set of forms 
for gathering financial data from the 
municipalities and the professional organization 
Association of Town Accountants (ATA) had 
been constituted, that a debate really started. 
Expertise able to represent and argue for or- 
ganized interests was present and there was 
something to represent against the domination 
of the state. 

Arguments in the discourse on norms were 
founded in practical experience and the factions 
represented different practical solutions from 
which principles were extracted. After some 
years one faction had won and a phase of im- 
plementation started. 

The organizing period in the management ac- 
counting area was from 1910 onwards when the 
scientific management movement gained a 
foothold in the Federation of Swedish Industries 
and its Industrial Bureau. During the first years 
Taylorism was the solution to problems and 
there was not much debate. But during the late 
1920s the principles of cost calculation became 
an issue. The labour movement (unions and the 
Social Democratic Party) was gaining power and 
there was a continuous threat of socialization of 
industries. The Kreuger crash weakened the bar- 
gaining position of industry and provided an 
opening for the social democrats to take over 
government. In 1936 there was a much cele- 
brated agreement (the “Saltsj6bads-agreement” ) 
between unions and employers to solve indust- 
rial conflicts through negotiations. The adoption 
of the full cost calculation standard the 
same year meant that criteria for a fair price 
had been established. In 1938 there were tax 
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concessions to industry. The rules of the in- 
dustrial game were being hammered out. Once 
this was achieved the recommended charts of 
accounts for different industries were widely 
adopted. 

Against this background it is not difficult to 
understand the lack of success of the SKF-Volvo 
opposition to the inclusion of full cost calcula- 
tion into cost accounting. The threat of state 
intervention in industry made the issue one of 
how to set the standards for competition and for 
the measurement of efficiency rather than of 
how to avoid including unrealized profits in cost 
accounting. 

The organizing period on the financial ac- 
counting arena was not one of steady progress. 
The efforts to get state authorization in the late 
19th century were not successful and a volun- 
tary association of interested auditors was set up 
in 1899. The speculative years after the start of 
the Stockholm Stock Exchange in 1901 seem to 
have provided a good opportunity to establish 
the profession but it was not until 1912 (the first 
year of graduation from the Stockholm School of 
Economics was 1911) that chartering started. 
Then, some years after the First World War, 
there was a breakaway from the association of 
auditors by the authorized auditors and the 
ensuing battle for legitimacy. The effect of all 
this was that the profession, defined as author- 
ized auditors, grew very slowly and chiefly in 
Stockholm. Therefore it was not really impli- 
cated in the wake of the Kreuger crash. On the 
contrary the crash served to back up arguments 
for qualified auditing and was a boost to the 
profession. 

When the profession was organized the mar- 
ket for accounting regulation was virtually elimi- 
nated by the pact between labour and industry 
which provided for self financing of profitable 
firms and made accounting chiefly a matter of 
tax accounting. Disclosure was not an issue 
since the capital market was not of any signifi- 
cance and since the state got what it wanted. 


Accounting regulation. The regulation of ac- 
counting that did take place was in management 
accounting and municipal accounting. In both 
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cases it was a matter of associations of individ- 
uals (professions) taking on the task of establish- 
ing principles, which, in turn, defended the in- 
terests of associations of organizations against 
the potential or real threat of state intervention. 
The arguments for the norms were based on a 
capital maintenance idea. For municipalities 
it was the just allocation of burdens between 
generations, and for cost accounting it was the 
need to recover current capital costs in a fair 
price. 

In the 1930s there was no association rep- 
resentative enough to initiate the regulation of 
financial accounting. When the association of 
chartered accountants (FAR) was ready to start 
pronouncing on accounting issues in the 1960s, 
this coincided with a revival of the stock market 
and business journalism (Jönsson, 1984, 1988). 
The government had regulated the credit market 
more tightly to provide for the financing of an 
ambitious housing program and a general 
expansion of the public sector. Industry saw a 
vitalization of the stock market as a solution, and 
a development towards more informative ac- 
counting started. Accounting regulation became 
part of that movement. In the early 1970s the in- 
tensity of legislation regulating economic life 
(especially industrial democracy ) was high. Part 
of that legislation was the establishment of the 
Accounting Standards Board in 1976. This pro- 
vided an incentive for FAR to activate its stand- 
ard setting activities. An argument for the ASB 
had been that FAR itself is an interested party 
(not an association of independent experts) and 
thus cannot be expected to weigh all interests 
fairly in setting standards. Although FAR advised 
against the setting up of ASB it managed to 
choose good representatives on the ASB and 
they have largely served as able arbiters 
between industry and tax and union represen- 
tatives. This has had the effect, if any, of 
strengthening the overall influence of FAR on 
accounting regulation. 

During the 1980s Sweden saw an exceptional 
growth of its capital market, fuelled mainly by the 
deficit in the state finances. This stimulated inno- 
vation in financial reporting and directed unwar- 
ranted attention towards key indicators and 
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away from accounting principles. Acquisitions 
and mergers became the standard way to 
achieve growth. Accounting practices have 
begun to diverge again and there are new calls 


` for the stricter regulation of accounting in the 


wake of recent scandals. FAR is negotiating with 
agencies related to the stock exchange to set up 
a joint accounting standard setting body. An 
agreement has been reached, which means that 
a new body, similar to the FASB, will be set up, 
and that FAR will give up its own standard set- 
ting. 


Messengers. When examining the material 
one finds that debates on accounting issues vary 
in intensity over time. This is an observation that 
is suspiciously trivial, but potentially significant. 
It is easy to detect periods of intensified debate 
in the different arenas of accounting discourse. 
When a number of such periods are examined, a 
general pattern begins to emerge. It seems like 
the debate starts when there is a general feeling 
of disorder, a messenger to carry the news of 
possible solution, and a group of experts to work 
out the technical details. 


In financial accounting some of the conditions 
were met but there was no group of experts to 
design accounting norms after the Kreuger 
crash. Professor Sillén led the profession in its ef- 
forts to establish a market for authorized audi- 
tors. The Stockholm Stock Exchange was lob- 
bied in 1931 to recommend quoted companies 
to use authorized auditors, without much suc- 
cess. Towards the end of 1932 Oskar Sillén vis- 
ited the Stockholm Stock Exchange again. Then 
it was much easier to argue for authorized au- 
ditors. 

When the Kreuger crash broke in March 1932, 
one of the first reactions in the Riksdag was a 
motion in 1933 concerning the appointment of 
auditors. In the official comment to that prop- 
osal by FAR (which was written by Oskar Sillén ) 
it was recommended that any change should be 
postponed until a comprehensive review of the 
whole Company Act could be undertaken. A 
government committee to review the Company 
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Act was appointed in 1933 (and a new law fol- 
lowed in 1944). Oskar Sillén was called to assist 
it as an expert. 

There were other measures to exhibit the in- 
dependence of the profession. At this time 15 
authorized auditors (a large part of the profes- 
sion, in fact) were employed by the Auditing De- 
partment of the Industrial Bureau of the Federa- 
tion of Swedish Industries. The rules did not 
allow authorization of any employees, public or 
private, except under special exemption 
granted by the authorizing body (the Stockholm 
Chamber of Commerce). The Industrial Bureau 
had such an exemption. In 1932 four of the au- 
ditors employed by the Bureau, Oskar Sillén 
being one of them, left the Bureau to set up a 
joint office, each conducting his auditing sepa- 
rately. At this time all the major Swedish auditing 
firms that have come to dominate the profession 
were started; often by one or two men setting 
up office. No Swedish auditing firm was big 
enough to take on the investigation of the 
Kreuger affair. Price Waterhouse was engaged 
for this task. 

In conclusion, one can say that the profession 
benefited from the Kreuger crash since it led to 
a recognition of the need to use qualified 
auditors. Instead of accounting regulation, the 
effect was the establishment ofa profession of in- 
dependent experts. The conclusions concerning 
accounting standards that could be drawn from 
the Kreuger crash were left to the government 
committee that was established to revise the 
Company Act. 

In the.case of management accounting, there 
was an established profession ready to take on 
the task of regulation. Nils Fredriksson was the 
messenger who initiated the process. And the 
hard times of the early 1930s were already be- 
ginning to be felt, leading to cut-throat com- 
petition. 

The fact that Oskar Sillén became involved in 
the work to establish the auditing profession 
prevented him from participating fully in the 
debate on cost calculation. This may partly ex- 
plain the virtual monopoly of engineers in the 
efforts to standardize costing during the 1930s. 
Assar Gabrielsson participated to some extent, 
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but he was busy running his new company 
(Volvo was started in 1926), and he was also en- 
gaged in the clearing up of the post-Kreuger 


problems in the International Match-Group. 


Sallfors was active in the committees that ham- 
mered out the standards on full cost calculation. 
He was also engaged by the state to do a number 
of efficiency studies from 1940, and thus served 
as a messenger between industry and the state. 

Such examples illustrate how there were sev- 
eral people who served as messengers between 
different accounting arenas. There were also 
messengers from the outside, like the economist 
Palander bringing the news of marginalism. He 
was dismissed as unpractical at first, but when 
practical men from the textile and steel indus- 
tries testified to the usefulness of these prin- 
ciples, the monopoly of the full cost ideas was 
broken. One can imagine how fundamental a 
challenge this was to the existing order. Now the 
function of costing would be to provide informa- 
tion for decision making on matters of survival of 
the firm in a competitive environment rather 
than proving to society or its representatives 
that the offered price was reasonable because all 
costs should be covered. The “different-costs- 
for-different-purposes” idea is not a suitable ral- 
lying point for professional standardization. 
Committee work aiming at standardization lost 
its appeal. On the other hand no change was 
initiated. 

In municipal accounting there were compet- 
ing messengers even though there was a need for 
order, and a profession ready to take on the com- 
mittee work. The debate was kept within the 
profession and municipal accounting seems to 
have developed largely in isolation. The educa- 
tion of new accountants for municipalities was 
done in separate administration schools and was 
based largely on handbooks. This contributed to 
the disciplining of the profession once the 
norms were promulgated. 

When the municipalities started to grow after 
the Second World War, in size, through mergers, 
and in financial strength through tax increases 
plus the growth of the economy, they were 
drawn into excesses of expansionist long term 
planning required by state agencies. 
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Streeck & Schmitter (1985) identify three 
mechanisms of control: they use market as a 
label for control through dispersed competition, 
where actors participate for individual gain and 
competitive behaviour generates norms; state 
for control through hierarchical structures 
where rules issued by authoritative bodies pro- 
vide the norms; and community for a type of 
control where spontaneous loyalty between 
members of social entities is the source of regu- 
Jation. In applying this framework to the Swedish 
scene some peculiarities are discovered. 


Strong state 

The crucial events in understanding what role 
accounting has been allowed to play, seem to be 
the ones during the 1930s. Industry, which had 
been largely unregulated until then, lost its 
legitimacy through the combined effects of the 
depression and the Kreuger crash. This provided 
the leaders of the labour movement with an 
opportunity to take a firm grip on the state ap- 
paratus. They put highest priority on managing 
the economy and they had a Keynesian vision. It 
was good policy to strike a bargain with industry 
to ensure industrial growth and provide a con- 
sensus approach to problems. 

After the war the Social Democratic Party 
managed to hold on to the majority in the 
Riksdag and used its power to build the model 
welfare state, which in turn meant an expansion 
of the public sector and competition for finance 
with the industrial sector. The very strong wel- 
fare state allowed unions to beome even 
stronger and more well organized. Industrial 
democracy measures were taken during the 
1970s, e.g. in the form of the Co-determination 
Act that was later superseded by a negotiated ag- 
reement between industry and unions. 

In a situation when the state and industry are 
locked in a mutual hold that does not allow any 
interference from other than unions and 
employers the accounting profession is left with 
a strategy of infiltrating the existing power struc- 
tures, ie. appearing as accounting experts on 
legislative committees of the state. Members of 
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the profession, starting with Sillén, developed a 
considerable proficiency in participating in the 
role making for accounting from a “parasitic” 
position in relation to the great axles of power in 
society — state and industry. 

For municipalities, the frequent news about 
embezziements and fraud constituted a threat 
that the state, in the form of the SCB or other 
related bodies would take away crucial parts of 
municipal autonomy. From this perspective it 
must have been a welcome development that a 
professional association of town accountants 
was formed in 1913 and there is ample evidence 
that there was close co-operation between the 
Association of Towns and the municipal ac- 
counting profession. Even if the members of the 
profession were employees of municipalities, it 
seems that they have had an uncontested influ- 
ence over municipal accounting standards. This 
was partly because they have been proactive and 
partly because municipal accounting never be- 
came a political issue once the management of 
accounts came into expert hands. Again we see 
an example of successful infiltration of power 
structures by a well organized and not very large 
professional association. 

For the strong state itself there is little incen- 
tive to develop accounting standards for itself 
except for controlling speeding. A strong and 
centralized state hierarchy does not consider ac- 
countability an important issue. The absence of 
any significant development of external report- 
ing of state activities until very recently, is quite 
natural in a society where “society” is quite often 
used as synonymous to “state”. 


Accounting rhetoric 

It is quite difficult to record with precision the 
arguments that have been put forward histori- 
cally in accounting discourse. However, in the 
cases of municipal and management accounting 
there are quite detailed records of the kind of 
rhetoric used. In municipal accounting from 
1918 onwards it was clearly practical solutions 
that were competing. The Association of Town 
Accountants was unable to decide between the 
“Halsinborg model” and the “Malm6 model” at 
its annual meeting in 1926. Nektman, represent- 


ROLE MAKING FOR ACCOUNTING 


ing the Hälsingborg model, tended to argue in 
terms of principles against Bernow, who rep- 
resented the Malmö model. In the committee 
work that followed Bernow managed to per- 
suade the committee to choose the Malmö 
model as the basis, although the input report to 
the committee was based on the principles of 
the Hälsingborg model. Bernow’s argument was 
that his model was more practical and better 
adapted to state accounting. 

Also in management accounting, in the con- 
troversy over the uniform principles of full cost 
calculation, the rhetoric appealed largely to 
practical experience. The ASEA experience was 
opposed by the SKF experience. When the 
economist Professor Palander presented the 
marginalist approach to the theory of the firm his 
ideas were dismissed as not having practical 
relevance, among others by Liljeblad, an en- 
gineer. Only when practical men advocated mar- 
ginal costing and contribution margin calcula- 
tion did the ideas gain an audience. 

The conclusion seems to be, then, that argu- 
mentation in accounting discourse is largely 
practical. Audiences are persuaded by refer- 
ences to practical experience and men of experi- 
ence gain authority in discourse. There are few if 
any references to theory. The exception con- 
cerning the marginalist ideas on costs and prices 
served a purpose by evoking considerable dis- 
cussion, and possibly, by encouraging a practical 
man with marginalist experiences to come for- 
ward with the principles his companies applied. 
There are, however, frequent references to prac- 
tices in other countries to back up proposals. 
When most of the issues were settled through 
practical discourse, academics were invited to 
participate in the formulation of principles. 


A THEORY OF ROLE MAKING FOR 
ACCOUNTING 


Theorizing based on the above material can 
only be part of a discourse on role making for ac- 
counting. The theorizing here will take the form 
of a number of statements that seem relevant to 
the subject under discussion. 
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First, accounting can be considered as report- 
ing under a formalizing framework of rules de- 
signed to satisfy the receiver that he or she is not 
being misled. A role for accounting can be built 
when (a) there is something to justify the need 
for new rules, and (b) somebody is considered. 
trustworthy enough to be accorded the rule- 
making function. 

The former condition could possibly be met 
by a solution being presented, but normally 
there would have to be a scandal or an insight, 
through comparison, that practices are not uni- 
form enough for control. This scandal or insight 
exposes a group of agents to interference by an 
outside superior power (the state). To avoid 
this, the agents can design a protective belt of 
formalization in reporting. To avoid having to 
assert its superior power the potential principal 
can accept such a formalized framework as a sign 
of competent management. 

The latter condition can be met by a coherent 
group well enough established to assume a posi- 
tion of representative experts. Representative in 
this context is used to imply that the group 
exhibits enough familiarity with practical matters 
to assure compliance with norms. Experts is 
used in this context to imply that the group 
exhibits competence to design rules that are 
functional and justifiable in terms of general 
accounting principles. 

Second, the role of accounting is made legiti- 
mate through its ability to reflect the concerns of 
the environment. An organization (in a wide 
sense ) can achieve legitimacy (Brunsson, 1989) 
through action, decision, or reflection. In the 
former case the organization gains its legitimacy 
through the goodness of the things it does, e.g. 
products or services. In the second case the 
decisions in question normally concern the re- 
solution of conflicts between agents, like those 
made by courts. Legitimacy lies in the objective 
interpretation and application of the rules of the 
game. 

The most interesting and intriguing form of 
legitimation is the mirroring of the worries of 
the constituency, which is what political organi- 
zations do. By reflecting the concerns of in- 
terested parties the political organization serves 
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as an arena where every viewpoint will be heard 
and all aspects of a situation illuminated. Deci- 
sions taken after such consultation gain legiti- 
macy by the procedure rather than by the con- 
tent of the decision. By mirroring the opinions of 
the environment and adapting criteria to it the 
political organization acquires the right to repre- 
sent these opinions when setting standards or 
making decisions. To fulfil this form of legitima- 


tion the organization must exhibit debate and . 


openness to new opinions. 

The state may be said to have earned this 
legitimacy by an extended form of consultation 
before legal texts were formulated. In the 
financial accounting field, FAR has had difficul- 
ties maintaining legitimacy because standards 
are worked out in the Specialist Accounting 
Committee without formally providing an op- 
portunity to hear the opinions of those outside 
the profession. The ASB, in contrast, is built on 
the idea of representative expertise. Since all 
major interests are represented by members of 
the board, hearings are not needed. The pro- 
cedural rule not to take votes on standards 
nevertheless can be a troublesome one. Only a 
unanimous ASB can pronounce on standards. 
The public exhibition of debate is therefore min- 
imal. ASB can only be successful in legitimizing 
its standards if its members are the most re- 
spected accounting authorities of their interest 
group. 

In municipal accounting the periods of “pro- 
gress” in standard setting have been periods 
when the committees have reflected political 
issues such as the just allocation of burdens be- 
tween generations and the maintenance of capi- 
tal. The earlier worries over embezzlements and 
fraud provided a legitimacy for demands for 
more auditable (i.e. uniform ) accounting proce- 
dures. 

In management accounting, the debate over 
the principles of absorption costing may have 
appeared to be an argument between the rep- 
resentatives of two groups of companies with 
American and German views as their respective 
bases of argument. But in a situation where the 
Social Democratic Party and the unions were 
advocating the socialization of the means of pro- 


duction, and where the Kreuger crash was seen 
as demonstrating that industry could not be 
trusted on its word, and where the Social Demo- 
crats took a firm grip of government in 1933, it 
is not surprising that the urgency of getting 
a standard for what constitutes a fair price 
is greater than the need to settle matters of 
principle. 

When the pricing issue reappeared in the 
debate around 1950, the threat from labour had 
become less real since the labour movement had 
declared that its post-war program was built on 
the principle that firms should not be socialized 
as long as they remain efficient. It then became 
legitimate to justify prices by reference to survi- 
val in a competitive environment (but only after 
vigorous resistance from those who won in the 
early 1930s). 

Third, it needs to be recognized that ac- 
counting is organized in relation to a greater 
power. ljiri’’s (1975) concepts are applicable 
here, but in a slightly different way than origin- 
ally intended. It may be that the “accountant” 
serves a technical function in the communica- 
tion between principal (accountee) and agent 
(accountor ), but when accounting is seen from 
a societal perspective it is not always clear who 
assumes the role of principal. Often it is the state 
that threatens to intervene. Early embezzle- 
ments in municipalities are explained by in- 
adequate accounting procedures, the threat of 
socialization initiates the development of cost- 
ing procedures that guarantee a fair price and 
sound competition, and more recently the 
prominence of the capital market, explains why 
the FAR tries to set up a joint accounting com- 
mittee with interests close to that market. 

The conspicuous exception is the develop- 
ments after the Kreuger crash in the early 1930s. 
Here there appeared a pattern that has become 
typical for Swedish standard setting since the 
war. Instead of trying to assume a role as ac- 
counting regulator, the profession managed to 
find a role in the review of the company legisla- 
tion. Its most prominent member becomes an 
important member of the state apparatus, i.e. 
part of the accountee. The profession infiltrates 
the state on matters that are of professional in- 
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terest. It seems as though the state is in charge of 
the regulation of accounting, but that the profes- 
sion has a voice where it matters the most. Since 
the 1930s FAR has been a very successful lob- 
byist. It is a master of infiltrating networks where 
it can influence. 

Accounting thus finds its role in relation to a 
greater state power. The “accountant” Cin Ijiri’s 
terms) assumes a role very close to, not to say 
parasitic upon, the state. When the state was 
weakened by budget deficits and tax revolts (or 
at least fatigue ) in the early 1980s and the capital 
market won attention and wider legitimacy, the 
profession oriented its standard setting towards 
that market. The legitimate holder of the posi- 
tion of societal principal, setting the standards of 
accountability, is determined through political 
processes. But once an acceptable principal is in 
position, the standard setting professions relate 
their services to that principal. The replacement 
of a principal seems to be a gradual process, 
where the tempo can be speeded up by scandal 
and where the state in its different appearances 
can play a decisive role. 

Finally, the episodes have shown that discourse 
on accounting norms is mainly practical. Practical 
experience and practical expediency are useful 
arguments in accounting discourse. In the two 
cases where theoretical arguments have been 
used most frequently (inflation accounting and 
currency translation), regulation has been un- 


successful. There is, however, a possible rational 
explanation for this. Argyris (1977) disting- 
uishes between single loop and double loop 
learning. The former is when learning essentially 
consists of the correcting of error in relation to 
a preset program, like a thermostat. When the 
underlying program requires examination, 
when the current order is questioned, the learn- 
ing process is double loop learning (if success- 
ful). Changing accounting practices through 
standard setting obviously requires double loop 
learning. When Argyris (1982, p. 165) points out 
conditions that facilitate double loop learning he 
says that one should seek to relate to relatively 
directly observable data and to create condi- 
tions where data are discomfirmable. Referring 
to practical experience is more persuasive than 
referring to abstract principles in such circum- 
stances. 

Scientists talk of “critical experiments”, mean- 
ing the setting up of a test that will determine 
once and for all which one of a number of com- 
peting theories is true. We know that in the prac- 
tical world of science there hardly exist such 
phenomena as critical experiments, and scien- 
tists are rarely persuaded by empirical evidence 
to abandon their theories (Kuhn, 1962). But 
within the social activity of accounting, persua- 
sion comes from showing what is good and 
proper, instrumental as well as moral. 
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Abstract 


The study of the relationship between accounting and social change has entered the agenda of accounting 
research. Adopting the mode of analysis of Burchell et al (Accounting, Organizations and Society (1985) 
pp. 381—414), this paper develops the concept of the arena as being dependent upon a process of translation 
(Latour, B., Science in Action, 1987). The process of translation is elaborated through a study of the genesis of 


the standard setting programme in the U.K. 


Studying the relationship of accounting practice 
to the social context has entered onto the 
agenda of many accounting researchers (Bur- 
chell et al., 1980; Hopwood, 1983). Accounting 
is coming to be understood in new terms (Hop- 
wood, 1987). The roles of accounting in organi- 
zational and social practices are being examined 
from several perspectives: the legitimating and 
rationalizing roles of accounting are well under- 
stood in, for example, management accounting 
and budgeting research (Boland & Pondy, 1983; 
Covaleski & Dirsmith, 1988; Wildavsky, 1968) 
in addition to external accounting processes 
(Berry et al., 1986; Lehman & Tinker, 1987; 
Cooper & Sherer, 1984; Meyer, 1983; 
Richardson, 1987, 1988). The ability of account- 
ing to create its own myths and contribute to the 
construction and maintenance of organizational 
order is also being explored (Cooper, 1983; 
Gambling, 1978; Hayes, 1983; Hines, 1988; 
Meyer, 1986). Accounting is being conceived in 
terms of organizational learning rather than 
purely as a conventional, or technical, problem- 
solving procedure (Cooper et al., 1981; March, 
1988; Hopwood, 1987; Dent, 1990). In addition, 
writers have begun tentatively to explore the 


conditions under which accounting assumes its 
varying roles (Burchell et al., 1980; Meyer, 
1986; Miller & O’Leary, 1987). 

This paper takes as its problematic the study of 
accounting and social change, and the inter- 
relationship between the two. This problematic 
is distinctive for the following reasons. Whereas 
research that has explored the particular roles 
and functions of accounting is valuable, it is less 
clear that such research is necessarily sufficient 
for an understanding of accounting change. In 
part this observation expresses the point that 
most contingency-type models of accounting 
are synchronic, in that they relate a certain static 
mode of accounting functioning to the existence 
of particular environmental variables (Dent, 
1986; Otley, 1980). 

To state, however, that accounting fulfils a 
particular role does not of itself explain the ori- 
gins of the practice and its historical emergence 
(Rueschemeyer, 1986). The evidence of a prac- 
tice is not explained by reference to its ultimate 
function. The effects of a practice may be unin- 
tended, the product of mistaken calculations and 
assumptions, or an outcome of multiple, or con- 
flicting, rationales (Hindess, 1988). Thus the 
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existence ofa particular form of accounting may 
be the result of multiple logics or varying chains 
of reasoning. Further, linking the nature of ac- 
counting with a supposed purpose does not 
facilitate any understanding of how that which is 
functionally important will continue to exist, or 
indeed change, under varied, or perhaps even 
hostile, conditions. 

The examination of accounting change there- 
fore presents its own distinctive historical prob- 
lems. Examinations of accounting change should 
keep separate the conditions, origins or inten- 
tions of particular accounting developments, 
from the eventual outcomes and effects (Bur- 
chell et al., 1985, p. 409; Giddens, 1984). In so 
doing a wealth of theoretically engaged histori- 
cal research on accounting has emerged 
(Armstrong, 1987; Hopwood, 1987; Hoskins & 
Macve, 1986; Loft, 1986; Miller & O'Leary, 
1987). 

The theoretical framework for this paper is 
taken from the study of Value Added in the U.K. 
(Burchell et al., 1985). It is the purpose of this 
paper to draw upon and elaborate the concepts, 
vocabulary and insights of the Burchell et al. 
study with particular reference to the elabora- 
tion of the concept of the arena(s) of account- 
ing change. The first section of the paper consid- 
ers the arguments of Burchell et al. and draws 
out their theorisation of the process of account- 
ing change. The concept of the arena is then de- 
veloped in terms of a process of translation be- 
tween non-accounting discourses and ration- 
ales, with their own institutional conditions of 
existence, and the problematization of particular 
_ accounting techniques. 

The mode of analysis employed by Burchell et 
al. (1985) is next considered through an exami- 
nation of a key event in the history of U.K. ac- 
counting regulation. The formation of the Ac- 
counting Standards Steering Committee (ASSC) 
saw the installation of the first mandatory mech- 
anism of accounting self-regulation by the profes- 
sion. It also occurred in relation to a set of political 
and economic discourses, rationales and bodies 
of knowledge in the context of the 1960s. This 
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event is analysed through the definition of three 
arenas. The final section summarizes the paper 
and provides some concluding comments. 


ACCOUNTING AND SOCIAL CHANGE 


The theoretical approach of this paper follows 
and elaborates Burchell et al. (1985). Whilst a 
detailed rehearsal of their arguments is beyond 
the scope of the article, this section will provide 
a background to their mode of analysis and 
associated concepts. This, in turn, will require 
that some of the arguments and justifications for 
their position are given. 

Burchell et al. (1985) were concerned to 
develop a mode of analysis appropriate to the 
understanding of accounting change, a process 
that could be located in its social context. In 
specifying the deficiencies of existing theorisa- 
tions, Burchell et al. outlined two pre-existing 
models of accounting change, as developed in 
the studies by Gilling (1976) and Wells (1976). 
Gilling’s study claimed a contingency model of 
accounting change: accounting changes occur, 
with a lag, in response to environmental 
change.’ In this model accounting gradually 
responds to its environment, or, perhaps more 
forcefully, accounting can be said to be deter- 
mined by it. Wells’ view, in contrast, was that of 
an inverted contingency model: accounting 
developments, whilst essentially internal in ori- 
gin, have the power to affect their environment. 
In this formulation the process of accounting 
change is produced through relatively autonom- 
ous intellectual innovations within the practice. 

Although ostensibly representing two oppos- 
ing conceptions of the relationship between ac- 
counting and. its context, Burchell et al. (1985) 
indicate how both fail to maintain their apparent 
consistency of argument and purpose. Although 
each argues for a particular direction of causality 
between accounting and the environment, at 
certain points in their argument this direction 
can be reversed. Out of these contradictions 
Burchell et al. (1985) suggest that both writers 


! This lag is claimed by Gilling to be an effect of a clash between differing accounting ideologies. 
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recognize implicitly something of the “duality of 
accounting change” (1985, p. 385). Both studies 
recognize the reflective and constitutive: as- 
pects of accounting’s relationship to its context 
(Burchell etal., 1985, p. 385; Roberts & Scapens, 
1985; Roberts, 1990): accounting both reflects 
its context and assists in constituting the con- 
text, through its accounting of the environment. 

The purpose of Burchell et al’s seminal 
examination of Value Added accounting was to 
formulate a conceptual and historical analytic 
that could recognize this accounting—environ- 
ment interdependence: 


In our case, however, it would perhaps be better to speak 
of an accounting—society interpenetration ... It will be 
seen that the social, or the environment, as it were passes 
through accounting. Conversely, accounting ramifies, 
extends and shapes the social (1985, p. 385). 


In so doing they develop the concepts of the 
arena and the accounting constellation. Per- 
haps the most important point initially to rec- 
ognize is that the arena, as a particular “field of 
operations”, does not provide an a priori distinc- 
tion between accounting, on the one hand, and 
the social context, on the other.” In addition, 
general statements or presumptions concerning 
the role of accounting are also eschewed; the 
roles of accounting are often specific to the 
arena in question and indeed any role is subject 
to possible transformation.” 

The arena constitutes a condition of possibil- 
ity for the accounting change. The specification 
of the arena is subject to a genealogy of the pre- 
cise accounting event under study. Once iden- 
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tified, the arena is constituted by a particular do- 
main of: 


institutions, bodies of knowledge, economic and ad- 
ministrative processes, systems of norms and measure- 
ment and classification techniques (Burchell et al., 1985, 
p. 400).* 


It is also possible that the event under study may 
involve more than one arena. In this condition 
the total domain of relations amongst the arenas 
is termed the accounting constellation. Whilst 
there is an overlap in the complex of practices 
and issues of each arena, the constellation itself 
emerges out of this interaction as a largely unin- 
tended network of interdependencies (Burchell 
et al., 1985, p. 402). In this regard it is useful to 
see the constellation as an outcome of the chain 
of calculations (Thompson, 1986) through 
which accounting techniques, involved in the 
specific arenas, are connected.’ The “value” of 
the accounting change will be the outcome of 
the interplay of the chain of specific calculations 
affected by the accounting techniques. 

Burchell et al. (1985) provide a sophisticated 
model of accounting change. Their model im- 
plies a rejection of the supra-historical search for 
“origins”. Their mode of analysis is that of an, al- 
beit complex, form of contingency theory: Bur- 
chell et al. (1985) suggest that events of ac- 
counting change can be interpreted through “a 
genealogical narrative of contingencies” (Rorty, 
1989, p. 62; cf. Burchell et al., 1985, pp. 399— 
400; Foucault, 1977a; Hoskins & Macve, 1986; 
Loft, 1986; Miller & O’Leary, 1987; 1989; Pas- 
quino, 1986).° 


*See Burchell et al., p. 385 and: “we have not attempted to separate out two domains called accounting and the environment 
and then conduct an analysis in terms of this prior distinction” (1985, p. 402). 

3Burchell et al. write: “While ... we do not seek to deny the purposive nature of accounting action, we are concerned to 
emphasise the potential multitude of different actors acting on accounting in purposive ways in an array of different arenas 
...” (1985, p. 401). 

íOn page 403 Burchell et al. also write that each arena can be: “characterised in terms of specific fields of action, and targets 
and agents of intervention, along with their means of surveillance and intervention and associated bodies of knowledge.” 
°On p. 400 Burchell et al. refer to the constellation as a chain or archipelago of “individual information economies”. 

The genealogical method is consistent with a rejection of a supposed “essence” (or unchanging “identity” ) to the practice 
of accounting. It also presupposes the rejection of a definite “origin” for historical developments. Therefore rather than 
examine accounting as a gradual and continuous unfolding of an internal logic or potential, the genealogist examines the 
“surface” relations and connections between events, knowledges and practices, including accidents and unintended 
consequences, in investigating the ways in which specific changes are made possible (see Foucault 1977a, b; Gordon, 1986). 
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The purpose of this paper is to develop further 
the mode of analysis that has been outlined. Al- 
though the outline of the Burchell et al. (1985) 
mode of analysis is, without doubt, very con- 
densed and possibly partial, it is still, perhaps, 
unclear how the connections between account- 
ing and its context can be analysed historically. 
The processes through which accounting and the 
social are interrelated remain relatively under- 
developed. This paper is intended as a clarifica- 
tion and elaboration of their genealogical 
method, and to consider further the process 
through which accounting connects to its envi- 
ronment (or, to use their terms, how the social 
“passes through” accounting). 


This will be achieved through the introduc- 


tion of concepts and ideas from writers within 
the sociology of science (Callon, 1980, 1986; 
Latour, 1986, 1987, 1988). The sociology of 
science literature is relevant for the following 
reasons. Writers within this discipline have been 
concerned with a series of issues which can be 
seen as similar or in parallel to the study of ac- 
counting in organizational and social terms: how 
to understand the actions of scientists and the 
processes of scientific change in their social con- 
text. This task perhaps also appears more daunt- 
ing in view of the popular conception of the 
autonomy of scientific endeavour, and, indeed, 
scientists’ own views of their independence and 
rigour in method and procedures (Gilbert & 
Mulkay, 1984). Both accounting and scientific 
practices are clothed in the discourse of neutral, 
technical, professional endeavour. Nevertheless, 
during the past two decades a varied literature in 
the social studies of science (cf. Knorr-Cetina & 
Mulkay, 1983) has developed and examined 
issues such as the interested nature of scientific 
and technological discovery (Barnes, 1974; 
Mackenzie, 1981), the sociological assumptions 
underlying technical research programmes 
(Law, 1986), the social construction of scientific 
knowledge (Knorr-Cetina, 1981) and the 
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rhetorical form of scientists’ debates and re- 
search papers (Gilbert & Mulkay, 1984, pp. 39— 
62; Latour, 1987, pp. 21—62). 

The present paper does not attempt to pro- 
vide a comprehensive application of this body of 
research to accounting. Rather it will concen- 
trate principally upon the discursive processes 
of accounting change. Such processes will be 
presented in terms of a sociology of translation. 
It is suggested that the interpretation of the rela- 
tionship between accounting and its social con- 
text can be understood as a process of transla- 
tion (Latour, 1987, 1988, pp. 176—192; Callon, 
1980). In general terms, translation points to- 
ward the operation of language in creating 
equivalences between entities which are other- 
wise different.’ Through the operation of dis- 
course the concept of translation refers to the 
way in which different claims, substances or pro- 
cesses are equated with one another (Callon & 
Law, 1982). For present purposes, transla- 
tion will refer to the process through which 
often pre-existing accounting techniques, and 
their associated roles, are articulated discur- 
sively, in ways that construct individuals’ and 
groups’ “interest” in those techniques, and 
may subsequently provide motives for produc- 
ing changes in accounting. Accordingly, this 
paper will outline and adapt Latour’s concept of 
translation in more detail in the following sec- 
tion. This will precede an examination of the 
process of translation through a study of the for- 
mation of the Accounting Standards Steering 
Committee. 


ACCOUNTING CHANGE AND THE 
SOCIOLOGY OF TRANSLATION 


The problem addressed in this section is how 
to interpret the process through which account- 
ing is called upon to change and to elaborate the 


7For Latour the role of translation is central to the examination of change. This follows from his general principle of 
“irreducibility” whereby nothing is reducible to anything else except that the rhetorical and socially rooted process of 
translation makes it so. See Irreductions in Latour (1988), In addition, any specific translation is always temporary and open 


to challenge. 
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process through which accounting achieves a 
connectivity with its environment. This paper 
will emphasize the importance of the discursive 
conditions of this process, by outlining Latour’s 
concept of translation (Latour, 1987). The pro- 
cess of translation is viewed as constitutive of 
the analytical concept of the arena (Burchell et 
al., 1985). 

As an initial starting point we can return to the 
notion of accounting having multiple and even 
conflicting roles. This recognition has suggested 
that the conventional understanding of account- 
ing as a technical process of neutral representa- 
tion is somewhat limited. Although clearly ac- 
counting is employed with some intention of 
representation, at best this representation is al- 
ways partial in that representation is always pro- 
duced in the absence of its referent. Accounting 
techniques depend upon procedures of mea- 
surement, classification and recording that can 
be applied to a domain of activities. In general 
accounting is involved with the realm of counta- 
ble, financial activities. Events that are not easily 
rendered into financial quantities tend to be 
overlooked, or bracketed as “qualitative” issues. 

The activities, objects and events that ac- 
counts record in this way are not actually money 
or numbers. The Balance Sheet representation 
for Plant and Equipment is not the object in it- 
self, it is the outcome of a particular method of 
categorizing, measuring and inscribing that set 
of objects. This process may be generally 
described as a process of translation: objects, 
exchanges and relations are made equal to 
financial quantities. This general observation 
provides an initial, if limited, insight to the role 
of translation. The sociology of translation refers 
to the discursive process through which 
“things” that were previously different are made 
equivalent, thereby creating a system of 
homologies and convergences (Callon, 1980, p. 
209). 

There is, however, more at stake in examining 
accounting change as a process of translation 
than the general observation that accounting 
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translates its field of “objects” to financial rep- 
resentations. The framework I will outline in this 
paper for analysing the arenas of accounting 
change (and thereby the relationship between 
accounting and its social context) will rely upon 
three related concepts: a set of political, econ- 
omic or theoretical discourses and rationales, 
one or more accounting techniques and the pro- 
cess of problematization (Callon, 1980; Miller 
& Rose, 1990).? Problematization is the out- 
come of the process through which the aims, in- 
terests and objectives of the discourses are 
translated into the procedures and objectives of 
accounting techniques and calculations. 
Through this process of translation specific ac- 
counting techniques are “seen” in new and 
problematical ways: translation is productive of 
a “consciousness” of accounting techniques and 
calculations (particularly amongst non-accoun- 
tants ). The problematization of the accounting 
practice can provide the motive for altering the 
accounting conventions of recording and mea- 
surement, or producing new forms of account- 
ing Calculation. In so doing there may emerge a 
(perhaps partial) solution to the problematic. It 
is through the operation of these three concepts 
that the construct of the arena will be analysed in 


terms of translation (Latour, 1988). 
The terms discourse and rationale indicate 


the variety of bodies of knowledge, ideologies 
and objectives that inhabit the institutions of 
political and economic life. At any point in time 
discourses are current in individual state agen- 
cies, corporations, universities, political parties 
and interest groups outlining a particular analy- 
sis of certain political, social or economic rela- 
tions. Specific discourses often stretch across an 
ensemble of organizations, although very rarely 
will they provide a societal consensus. In that 
sense, the term “policy” is perhaps most sugges- 
tive of what is implied by discourse and 
rationale. A policy is usually conditional upon 
the presence of a number of features. Firstly, 
policies represent and analyse through dis- 
course a particular field of objects, operations 


®The following owes much to the terms of Miller & O'Leary (1989) and this is gratefully acknowledged. 
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and relations.” Discourse “carves out” a territory 
and creates frontiers between what is relevant, 
and therefore analysed, and what is not (Callon, 
1980, p. 206). Secondly, a normative compo- 
nent will compare the objects of the discourse 
with a set of ideals of practice. Thirdly, the analy- 
sis of the object domain and its relationship to a 
particular set of ideals “suggest” a series of initia- 
tives, actions or interventions that apparently re- 
medy the deficiencies analysed through the dis- 
course. The emergence of individual discourses 
and rationales have their own conditions of pos- 
sibility in institutional practices, past policy fai- 
lures and historical legacies. 

The term technique refers to a system of mea- 
surement, classification, recording and calcula- 
tion. Techniques are themselves related to a dis- 
course of the technical in which the constitutive 
procedures are described in a neutral discourse 
of representation and (professional ) “expertise”. 
In this sense accounting may be understood 
broadly as a system of monitoring, classifying, re- 
cording and measurement techniques that is 
couched in the technical and professional dis- 
course of economic representation, rational 
planning, control and decision making (Hop- 
wood, 1987). 

The relationships or translations between the 
level of non-accounting discourse and 
rationale, and the level of accounting tech- 
niques can create the problematization. This 
relationship is not determined but contingent, 
and indeed the two practices may otherwise op- 
erate relatively autonomously. Although most 
political and economic policies, plans and 
rationales operate in an often abstracted form of 
generality, they provide a particular “style of 
reasoning” (Hacking, 1982) whereby a particu- 
Jar domain of activities is demarcated, revealed 
and rendered problematical through the con- 
cepts, categories and rhetoric of the discourse. 
Within this demarcated field of problems and 
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priorities the, often unintended, effects of ac- 
counting techniques may intrude. Therefore, 
the site of problematization derives from rela- 
tions between a particular discourse that contri- 
butes towards the definition of a certain arena 
of activities as constituting a “problem” and the 
effects, which may frequently be unintended or 
even potential, of a particular accounting tech- 
nique or techniques. In this sense, the role of the 
accounting technique is translated into the 
policy discourse as a particular technical “prob- 
lem” or “failure” that should be addressed. New 
or modified forms of accounting monitoring, 
measurement and surveillance techniques can 
subsequently be articulated as a solution. The in- 
terest in the accounting technique is translated 
into the terms and objectives of the policy dis- 
course, to stimulate action or change in the ac- 
counting domain in the name of that discourse 
and its associated rationales and objectives. 
Elsewhere Hopwood has summarized this pro- 
cess, in different terms, as accounting becoming 
“what it was not” on the way to becoming “what 
it ought to be” (Hopwood, 1987). 

This process of problematization, however, 
does not of itself secure the process of account- 
ing change. The actors who have been as- 
sociated with the non-accounting discourse and 
rationale have still to persuade others that 
change is required. It follows that they articulate 
any change in terms of their own aims, but the 
success of the call for change also involves a pro- 
cess of persuading others to see the “problem” 
and its solution(s) in their way. In Callon and 
Law’s (1982) terms, a particular group or institu- 
tion may have to enrol other actors in their prop- 
osals by incorporating and translating the in- 
terests of others into the solutions they 
suggest.'° In this regard the importance of 
rhetoric is again central in defining shared prob- 
lems, forming alliances, mobilising arguments 
that translate the interests of other groups, par- 


°The linkages between such discourses and rationales, and accounting technique may arise from the incorporation of 
accounting information in the construction and representation of the object domain of the discourse; i.e. accounting 
techniques may contribute to the visibilities created by or incorporated within the discourse. 

The concept of interests is not an explanatory end it itself here. Rather “we see all social interests as temporarily stabilized 
outcomes of previous processes of enrolment” (Callon & Law, 1982, p. 622). l 
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ties, institutions and enrol them towards a com- 
mon interest (Latour, 1987, pp. 108-121). 

This process of translation is common to many 
instances of accounting problematization and 
accounting change. By way of illustration, an 
arena in the inflation accounting event of the 
1970s can serve as an example. In the early 
1970s the problem of growth in U.K. manufac- 
turing was (again ) a political priority. The Heath 
government, after a time in office, announced a 
strategy of “going for growth” (Tomlinson, 
1985 ). In terms of particular fields of activity the 
levels of investment in U.K. manufacturing con- 
stituted one concern of this general policy dis- 
course. In the same time period the accounting 
profession happened to be deliberating the 
problem of accounting for inflation. Through the 
medium of routinized institutional relations be- 
tween the accounting profession and its spon- 
soring department, the Department of Trade and 
Industry (DTI), the techniques of management 
decision making were set against, by a section of 
the DTT, a problem of the right type of informa- 
tion used for management investment decisions. 
In this particular problematization, the per- 
ceived deficiencies of U.K. manufacturing in- 
vestment translated into the problem of manage- 
ment investment decisions, and the “correct” 
form of information necessary for that process 
(this was according to a particular economic 
model of investment decision making — see in 
particular Merrett & Sykes, 1963). The effect of 
this intersection between internal (manage- 
ment) accounting information and the rationale 
of growth in the economy was to provide one 
condition of possibility fora government inquiry 
into the process of accounting for inflation (the 
Sandilands Committee ). The immediate effect of 
the inquiry was to halt the profession’s proposed 
standard to deal with inflation accounting: the 
profession’s solution would have have supplied 
the “right” sort of information for investment ap- 
praisal and growth, and was, therefore, regarded 
as an obstacle to the policy objective." 
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The history of inflation accounting in the U.K. 
is an appropriate focus for the general method 
detailed; however, the empirical focus for this 
paper is an event in accounting change located 
in the late 1960s. The next section will provide 
an initial description of the Accounting Stand- 
ards Steering Committee, and its context in 
terms of professional accounting regulation. 
Some points of departure with previous histories 
of this episode are also given. Three arenas are 
outlined and the genesis of the standard setting 
programme in the U.K. interpreted. 


THE STANDARD SETTING PROGRAMME IN 
THE U.K. 


In December 1969 the Institute of Chartered 
Accountants in England and Wales (ICAEW) an- 
nounced the formation of the Accounting Stand- 
ards Steering Committee. The purposes of the 
committee were outlined in the Statement ofin- 
tent on Accounting Standards in the 1970s 
(ICAEW, 1970). This document promised five 
objects: 


1. Narrowing the areas of difference and variety in ac- 
counting practice. 

2. Disclosure of accounting bases. 

3. Disclosure of Departures from established Definitive 
Accounting Standards. 

4. Wider exposure for Major Proposals on accounting 
standards. 

5. Continuing programme for encouraging improved Ac- 
counting Standards in legal and regulatory measures 
(ICAEW, 1970). 


The immediate implication of the Accounting 
Standards Steering Committee’s formation was 
the possibility of formal and codified profes- 
sional regulation of accounting practices. A 
further tier of regulation had been put into place, 
to be administered by the profession itself. 
Prior to the ASSC’s formation, the formal regu- 
lation of financial statements had been confined 


''The arena of management decision making was only one of a series implicated in the inflation accounting constellation of 
the 1970s. The author’s own researches suggest that counter-inflation policy, taxation, and industrial relations were also 


significant in that episode (Robson, 1988). 
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to the requirements of the Companies Acts. In 
addition, the ICAEW had published a series of 
Recommendations on Accounting Principles for 
the process of constructing company accounts. 
Initiative for the Recommendations resided 
in the formation of the Taxation and Financial 
Relations Committee of the ICAEW in 1942. By 
1969 the ICAEW had issued 29 Recommenda- 
tions under the auspices of the Technical Advis- 
ory Committee. The reference to principles was 
not intended to imply adherence to an all em- 
bracing theoretical framework, from which each 
accounting principle could be deduced. The Re- 
commendations were, rather, an attempt to 
codify what was agreed upon, through consulta- 
tions at district and ICAEW Council level, as best 
practice. Best practice usually embodied what 
the larger accounting firms were already doing 
(Zeff, 1972). The Recommendations were not 
formally enforced. 

In 1969 the ICAEW was (and still is) only one 


of six professional accounting bodies in the U.K.. 


The ICAEW is the largest professional account- 
ing body and members have enjoyed the higher 
status that has accrued historically to the Char- 
tered Institutes. It is, however, a measure of the 
approach to the determination of professional 
accounting practices that the introduction of the 
series of Recommendations, despite their non- 
mandatory nature, was not condoned or fol- 
lowed by other professional institutes. The Scot- 
tish Institute (Institute of Chartered Accoun- 
tants in Scotland) had in previous pronounce- 
ments articulated opposition to any codification 
of accounting practices outside of statute (ICAS, 
1961; Zeff, 1972, p. 51). The rejection by the 
Scottish Institute of any institutional regulation 
of accounting practices relied upon a strong “lib- 
eral” tradition which presumed the centrality of 
the judgements of accounting professionals. 
Within six months of the ASSC’s first meeting, 
however, the ICAS had joined as voting mem- 
bers. The other professional accountancy bodies 
joined subsequently. By 1976 the ASSC was re- 


KEITH ROBSON 


constituted as a committee of the Consultative 
Council of Accountancy Bodies (CCAB) which 
comprises the senior office holders of each of 
the six bodies.'? At the third meeting of the ASSC 
in March 1970 a draft Five Year Plan was pro- 
duced. By the end of 1974 the Five Year plan 
looked to the publication of twenty Statements 
of Standard Accounting Practice.'° 


Accounting for the genesis of the standard 
setting process 

Seen in terms of the profession’s history the 
formation of the Accounting Standard Steering 
Committee did constitute a significant depar- 
ture from past practice. Recommendations were 
displaced by standards with which accountants 
were expected to comply (or otherwise report 
upon, and justify, non-compliance). In this 
study, however, the emergence of the ASSC is 
seen in relation to a number of quite different 
questions and under several varying aspects and 
priorities. 

The research reported is the outcome of 
interviews with senior members of the ICAEW 
and other actors, involved in the decision 
to form the ASSC, and original research into 
the archives and minutes ofrelevant committees 
within the ICAEW. The nature of this historical 
examination is more systematic in its bringing 
together of the relationship between the deci- 
sion to form the ASSC, the problematization of 
specific accounting techniques and the social 
context. Zeffs detailed history of this episode, 
for example, by comparison keeps an un- 
theorised separation of the “New Climate” in the 
Institute in the 1960s (1972, pp. 27—32) and the 
context of those changes. Consideration of the 
latter is relegated to a final section detailing 
“Other Centres of Influence in the City of Lon- 
don” (Zeff, 1972, pp. 57—67). While this may be 
consistent with a profession-centric view of ac- 
counting change," this format severely restricts 
an understanding of the relationship between 
the two, and this is not really attempted. 


12 The ASSC was renamed the Accounting Standards Coramittee (ASC). 


This rate of publication was not in fact achieved. 


14Another example of this perspective would be the celebration of ten years of the ASC given in Leach & Stamp (1981). 
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In the present study the formation of the ASSC 
is studied in its social context in terms of its con- 
ditions of possibility, such conditions being an 
outcome of processes of translation. In the analy- 
sis of this event three arenas are outlined: Indust- 
rial Policy and Corporate Mergers; Finance, In- 
vestment Knowledges and Company Accounts; 
the Accounting Profession, Professional Regula- 
tion and Accounting Standards. The identifica- 
tion of the arenas, notwithstanding the analytical 
terms and categories common to the elaboration 
of the arenas, is primarily an issue specific to the 
empirical and genealogical investigation of the 
event under study. 


Industrial policy and corporate mergers: the 
rise Of profit forecasts 

This arena outlines the relationships between 
a series of discourses and rationales centred 
upon a government industrial policy of 
“growth”, the re-introduction into the U.K. 
economy of a period of intense merger activity 
amongst economic organizations and the pro- 
duction and review of profit forecast statements 
(the specific accounting technique) in the con- 
text of merger struggles. It is argued that particu- 
lar “failures” associated with the use of profit 
forecasts provided an important condition for a 
problematization of accounting and auditing 
practices. 

The introductory argument of this paper 
proposed that accounting changes arise at the 
intersection of non-accounting discourses and 
rationales, and particular accounting tech- 
niques. The political and economic discourse 
pertinent to this arena was the call for 
“growth” within the U.K. economy. This policy 
became characteristic of both Conservative and 
Labour governments in the period 1963-1970 
(Young & Lowe, 1974).”” 

Attaching to the rationale for growth in the 
U.K. economy was an interventionist strategy of 
industrial management. The administration of 
the Wilson government (1964—1970) started 
with a commitment to the “rationalization” of 
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U.K. manufacturing industry. Under the banner 
of “growth”, much of the political rhetoric, as- 
sociated with rationalization, emphasized the 
threat of overseas competition. This threat 
was calculated not only with reference to 
imports, but included the takeover of European 
businesses by American companies (Mueller, 
1980). 

In response to the governmental analysis of 
economic and political needs, the strategies of 
government intervention were various. The 
government's industrial policy stressed the role 
of planning, increasing the scientific and techni- 
cal competence of British industry and thereby 
enhancing its international competitiveness. In 
accordance with these ideals a number of in- 
stitutional changes were introduced. The 
National Economic Development Council (NEDC) 
was created. The office of the NEDC, the National 
Economic Development Organisation, 
examined the conditions necessary to achieve a 
4% annual growth rate, the objective of a five 
year National Plan. The Department of Econ- 
omic Affairs was formed, under the deputy 
leader of the Labour Party, to oversee growth of 
the productive sector. 

To complement the policy of seeking growth, 
a number of other governmental innovations 
were instituted. The Industrial Re-organization 
Corporation was created, with £150 million in 
available finance, for the promotion of industrial 
rationalization (McClelland, 1972). This was 
largely to be achieved by an active policy of 
company amalgamations: such mergers would 
strengthen particular exporting industries, in 
terms of international market share. In addition, 
in 1968 the Labour government gave itself wide 
ranging powers to intervene and lend finance 
through the Industrial Expansion Act. These 
powers operated alongside Regional Employ- 
ment policies, Selective Employment Tax and 
the Monopolies and Mergers Act 1965 through 
which state agencies could act upon, and at- 
tempt to manage, the domestic productive 
economy (Beckerman, 1972). 


*? A condition of this macro-economic priority was the emerging practice of drawing comparisons between calculations of 
national growth (Shonfield, 1959; PEP, 1960; Blackaby, 1978). 
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Mergers amongst important exporting com- 
panies constituted an important strategy of in- 
dustrial policy. The Industrial Re-organization 
Corporation (IRC) was formed to survey indust- 
rial sectors and promote appropriate takeovers 
and mergers. The period from 1965 to 1970 was 
consequently one of intense merger activity 
(Alexander, 1980; Vice, 1971). 

The impetus to this merger activity was not 
solely provided by governmental policy. Other 
conjunctural factors reinforced the merger boom. 
As Armstrong (1987) points out, takeovers were 
one mechanism of securing rapid individual 
company expansion. Pointing towards the rela- 
tive prominence of accountants in the British 
management hierarchy, he argues: 

[t]he merger boom of the 1960s was partially caused by 

financially trained senior executives seeking a congenial 

method of rapid company growth (Armstrong, 1987, p. 

433). 


Other commentators have suggested that fis- 
cal discrimination in favour of retained profits 
had the consequence of depressing the share 
prices of companies because of the prospect of 
poor dividends (Caves & Krause, 1980). In 1965 
the Labour Government introduced corporation 
tax involving a “classical” system of double taxa- 
tion on company profits. This was to reinforce 
the differential in favour of retained profits 
rather than distributions. The effect of the tax 
change (upon a chain of financial calcula- 
tions) was to produce a discrepancy between 
the “market value” of a company, as signified by 
share price, and financial calculations constitut- 
ing the “value” of the company’s productive as- 
sets. A fraction of the mergers that met condi- 
tions for referral to the Monopolies and Merger 
Commission were actually referred (Cosh et al., 


1980). Finally, the devaluation of the pound in 
1967 also enhanced the attractiveness of target 
U.K. companies to overseas “predator” com- 
panies. 

In this context opportunities arose for the ex- 
pansion of accounting practice. The use of the 
profit forecast provided a form of legitimation in 
the conduct of frequent hostile takeovers. This is 
not to state that profit forecasts were themselves 
an innovation, rather that their use had not been 
integral to the takeover process.'® The use of 
profit forecasts for this purpose was, Westwick 
states, “pioneered in the U.K.” (Westwick, 1983, 
p. 79) at this time (Delloitte, Haskin and Sells, 
1984, p. i).'” Furthermore, the use of profit state- 
ments for this end is peculiar to the U.K. The U.S., 
for example, had not historically valued the pro- 
fit forecast statement for such purposes 
(Westwick, 1983). 

The employment of accountants in the utiliza- 
tion of profit forecasts was not confined to com- 
pany accountants responsibility for their compi- 
lation. The practice of company auditors review- 
ing and approving the forecasts was intended to 
provide some independent legitimation of their 
veracity. The Hedley Byrne vs. Heller case had 
judged that those issuing takeover documents 
should show proper care. Company profit fore- 
casts did not function purely as a partial prop- 
aganda on the part of companies involved in 
takeover activities. The auditors and the mer- 
chant bankers, who were acting as advisers to 
potential target or predator companies, started 
to endorse the forecasts in order to enhance 
their credibility. From the perspective of audit 
firms, this provided an extension to their client 
service. !? The companies in turn were prepared 
to pay for such advice. Investors and financial 


‘The use of profit forecasts in takeover contests was not required but as Latham (1970, p. 51) argues the profit forecast could 
play a determining role in the takeover struggle. l 
The emphasis upon profit forecasting may also have been related to their promotion as a method of internal control. A 
number of handbooks were published in the 1960s promoting techniques of “profit planning” (e.g. Irwin, 1961; Wally, 1969). 
A series of articles on this subject were also published in The Accountant by D. R. C. Halford — the Capital Expenditure 
Controller of AEI Ltd (Halford, 1965). The Labour government’s National Plan also stimulated the role of forecasts for 
planning purposes. 
8fhe involvement of accountants in these practices seems to have been widely condoned by accountants themselves, 
although there was remarkably little discussion of the subject in the professional accounting press. Medlam, however, 
captures many of the prevailing assumptions: “Mergers are accountants business, they are trained in it, they have the skills 
necessary and they are prudent and careful men. Not to use their skills and prudence is foolhardy indeed” (Medlam, 1968, 
p.149). 
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analysts were apparently offered greater cer- 
tainty of a company’s future plans, and a bench- 
mark through which to compare plans and 
coerce subsequent performance. 

The profit forecast was thus implicated in the 
construction of a fragile alliance of interests in 
its successful functioning (Callon & Law, 1982) 
and the operation of corporate mergers. Al- 
though audit firms were careful to describe their 
inspection of profit forecasts as a “review” and 
not an “audit”, any profit forecast failure would 
offend all the institutional actors involved, and 
confound possible takeovers, mergers and 
rationalizations.'? In this regard, although sev- 
eral institutional actors had their interests trans- 
lated into the technique and accomplishment of 
profit forecasting and review, this process was 
not understood in detail and provided a rela- 
tively new area of expertise for the audit firms.”° 

The vulnerability of the technique of profit 
forecast review was exposed by two notable 
examples of apparent “failure”. The most promi- 
nent example, focusing a critical attention upon 
accounting, was coincidentally associated with 
the governmental programme of industrial re- 
structuring. The merger between the General 
Electrical Company (GEC) and Associated Elec- 
trical Industries (AEI) was brought about, in 
part, to promote the IRC’s strategy of reducing 
national overcapacity in the telecommunica- 
tions sector. Although the merger had been pub- 
licized as a result of the AEI board’s resistance to 
the proposed merger (Latham, 1970), the £15 
million shortfall in the AEI profit forecast of £10 
million for 1967 revived the attention of 
financial journalists. The profit forecast had been 
prepared for three years (1967—1969) by the 
AEI board during the takeover dispute. This fore- 
cast had caused the GEC board to increase their 
offer for the company (Jones & Marriott, 1970). 
GEC had also responded by producing their own 
profit forecasts. AEI, in turn, produced profit 
forecasts broken down in to the six main parts of 
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the business, with a comparison of the AEI and 
GEC returns to shareholders. In response to this 
GEC had again increased its offer for AEI. 

The financial consequences of the production 
of profit statements in takeover struggle were 
clear. A director of AEI commented: 


{i]t was obvious that profit forecasts would be of crucial 
importance in resisting the GEC bid (Latham, 1970, p. 
51). 


However, to counter the belief that their profit 
statements were mere propaganda, the AEI 
board had asked the auditing firm Delloitte, 
Plender, Griffiths to review the profit forecasts 
on behalf of the merchant bankers to AEI. In this 
regard the profit forecast review was interpreta- 
ble as a failure (see The Times, 30 June, 1968). 
With hindsight, the detail of the review per- 
formed by the auditors was questionable. A let- 
ter from Delloittes to the merchant bankers, Bar- 
ing Brothers, was not very positive in its ap- 
proval of the profit projections: 


[in] the time available to us for carrying out this work we 
had necessarily to restrict our review to inquiry into the 
bases adopted 


The letter was not made public during the take- 
over bid but was revealed by The Times jour- 
nalist Robert Jones following the announcement 
of the shortfall. In the context of the failure to 
realise the forecasts, The Times argued: 


[it] was ... assumed by many City people at the time that 
the forecasts had the full backing of the AEI financial ad- 
visers, Barings, and that they had been approved by the 
company’s auditors Delloitte, Plender, Griffiths (30 July 
1968). 


The profit forecasts were produced when nearly 
ten months of the financial year 1967 had 
elapsed and the forecast for 1967 had seemed re- 
latively secure. The circular to the AEI sharehol- 
ders detailing the profit forecasts had also 
argued that the forecasts: 


The ICAEW Statement on Accounts Responsibilities for Profit Forecast (ICAEW, July 1968—revised 1969) stated: “their is 


no question of [profit forecasts] being ‘audited’ in any sense. . 


EEI 
a 


2°No professional guidance existed on procedures and practices for profit forecast review prior to the formation of the Panel 


on Takeovers and Mergers. 
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have not been prepared with undue haste and speed oc- 

casioned by the offer. 

Of the difference in projected and actual pro- 
fit for 1967, £7.8 million was attributable to mat- 
ters of stock valuation.’ The particular stock val- 
uation problem was, however; an intractable 
one. For example, the source of the shortfall in 
stock valuation was partially related to the AEI 
Telecommunications sector. This particular area 
of AEI business was central to the IRC’s rationale 
for promoting the takeover against the views of 
the AEI board. GEC had received IRC support on 
the basis that GEC would be committed to cut- 
ting back capacity in this area of the acquired 
business.” 

In this context, a significant portion of the gap 
between GEC and AFI stock valuations was a 
consequence (and legitimation) of two separate 
strategies for AEI. The board of GEC required a 
write down of AETs stock as a proportion of it 
had, on takeover, become effectively obsolete.” 
AEI, however, did not share the same corporate 
strategy for the Telecommunications division. 

The role of the profit forecast was, however, 
reinforced by the takeover of AEI. In September 
1967 the City Panel on Takeovers and Mergers 
was formed, following the “hostile” GEC and AEI 
takeover struggle.” In the first City Code, pub- 
lished April 1968 (prior to the AEI profit forecast 
failure) a provision was included requiring that 
profit forecasts produced during takeovers “be 
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examined and reported on” by auditors and 
company financial advisers.”° 

The GEC—AEI merger was not the sole 
example of a specific and visible profit forecast 
failure. Profit forecasts and the role of auditors 
were also brought into the light by the cir- 
cumstances of the attempted merger between 
Robert Maxwell’s Pergamon Press and the U.S. 
publishers, Leasco. The City Panel on Takeovers 
and Mergers had produced a revised City Code, 
in April 1969, which required that an offeror in 
a takeover who withdrew an announced inten- 
tion to bid would have to justify this to the Panel. 
The reasoning was that a “false market” might 
otherwise be created and exploited in share 
tradings; a form of insider dealing. When Leasco, 
on 21 August 1969, withdrew its offer for Perga- 
mon, the City Panel asked the Leasco board to 
explain their actions. Share dealings in Perga- 
mon were suspended by the Panel, but Leasco’s 
excuses for withdrawing from the bid were ac- 
cepted. The financial press reported that the ac- 
countants at Leasco were “uncomfortable” with 
differences between British and American audit- 
ing practices, and, in particular, the profit fore- 
casts Pergamon had produced. The financial ad- 
visers to Pergamon, Panmure Gordon and 
Robert Fleming, resigned. On the recommenda- 
tions of the City Panel Anthony Crosland, Presi- 
dent of the Board of Trade,” announced an in- 
vestigation with reference to: 


21A £4.4 million difference related to estimates on losses on contracts in progress. £4.3 million difference was on an estimate 

of obsolete stock. A further £3.4 million was attributable to an increased estimate of the cost of sales. 

22The IRC were also concerned to prevent, with government support, the proposals of the AEI board for a merger with the 

American cables firm STC (Hague & Wilkinson, 1983). 

234 significant proportion of the AFI Cables Division was also surplus to GEC’s requirements. This resulted in the politically 

controversial closure of the AEI plant at Woolwich, in the Thamesmead development zone (HC deb, 23 November 1967, col. 

1633). 

24The creation of the City Takeover Panel was not reducible to the GEC~AEI merger. 

*°The first City Code did not require the accountants’ report to be published. The Accountant responded to the publication 

of the Code with a leader which questioned the value of the profit forecast: “the [profit forecast review] must state the 

assumptions on which the profit forecasts are based and this should bring to light the usual escape Clauses like, assuming no 

war, no balance of payments problem, no further devaluation, no gold crisis, etc. This way the shareholder will learn that 

profit forecasts are about as reliable as the daily meteorological forecasts.” (The Accountant, 6 April, 1968, p. 437). 

This was the government agency responsible for registration of companies, development of Companies Acts, general 
commercial practices and the regulation and “sponsorship” of the accountancy profession. In October 1970 it was merged 
with the Ministry of Technology to form the Department of Trade and Industry in the Heath government's reorganization of 
State agencies. 
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insider trading and the practices of the accounting pro- 
fession re auditing and approving profit forecasts (Davis, 
1970). 


Inspectors appointed to the Investigation were 
Ronald Leach, senior partner of Peat, Marwick 
auditors and President of the ICAEW, and Owen 
Stable QC. Although the Reports on the Perga- 
mon Press takeover were not published until 
after the formation of the ASSC, the incident pro- 
vided another key failure contributing to the 
problematization of accounting in the conduct 
of takeovers. 

In summary, the technique of profit forecasts 
review had been gradually undertaken by audit- 
ing firms in a context of state supported mergers 
and takeovers in the name of growth. Rather 
than question the adequacy or competency of 
their reviewing practices or indeed their im- 
plied and perceived role as economic forecaster, 
auditing firms were involved in a new “market” 
for which there were willing clients, and whose 
actions facilitated the rationalization pro- 
gramme of government. This fragile alliance of 
“interests” was contingent upon the operation of 
the profit forecast review process. The compe- 
tence of the auditing profession to provide the 
technology of the review without difficulty was 
not only informally assumed but actively re- 
quired by the regulations of the City Panel on 
Takeovers and Mergers. In this context the two 
visible failures provided by the GEC—AEI take- 
over and the Pergamon Press investigation con- 
tributed to a problematization of the accounting 
and auditing practices. 


Finance, investment knowledges and 
company accounts 

The Statement S8 of the ICAEW Members 
Handbook outlines the functionality of annual 
company accounts as follows: 


the purpose for which annual accounts are normally pre- 

pared is not to enable individual shareholders to take in- 

vestment decisions [emphasis added] (Statement $8, 
« ICAEW, 1965). 
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To some degree such statements can be viewed 
as a consequence of the limited “relevance” ac- 
corded to the historical information contained 
within the company reports; the history of ac- 
counting theory has demonstrated numerous at- 
tempts to construct annual accounts that are 
“meaningful” at the level of economic value and 
investment decisions (cf. Paton, 1930). 

Professional pronouncements on the func- 
tions of company accounts have clearly influ- 
enced the views of non-accountants. For 
example, the Jenkins Committee?” accepted the 
profession’s definition of the nature of annual ac- 
counting statements: 


the primary purpose of the annual accounts of a business 
is to present information to the proprietors, showing 
how their funds have been utilized and the profits de- 
rived from such use. It has long been accepted in ac- 
counting practice that a Balance Sheet is an historical re- 
cord and not a statement of current worth (Cmnd. 


1749, para. 333), 


If, however, accountants have attempted to 
limit their own responsibility for the decisions of 
investors, by articulating the historical form of 
company accounts, such discourses cannot of 
themselves prohibit or prevent the translation 
of financial accounting data into forms of invest- 
ment signifiers. This second arena, it will be 
argued, was the outcome of the incorporation of 
accounting data in new forms of investment 
knowledge and which had unintended conse- 
quences for the process of auditing accounts. 
The emergence of investment decision making 
as an important body of knowledge, in condi- 
tions of takeover struggle, the expansion ofshare 
market activity and the growth of institutional 
ownership of equities, was to add an important 
link onto the chain of accounting calculations. 
When audited accounting information de- 
monstrated important failures for the invest- 
ment decision roles to which it was increasingly 
assigned, the stability and quality of audited 
financial statements were subject to a process of 
problematization from the perspective of 


2”This was a governmental committee set up to consider the development of a new Companies Act. 
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bodies of knowledge concerned with invest- 
ment.” 

Some of the conditions surrounding the 
spread of investment bodies of knowledge over- 
lap with the previous arena. The government 
sponsored programme of company mergers pro- 
vided conditions in which a new programme of 
“rational” decision knowledges could legitimate 
decisions on company acquisitions. Merger 
activity was not the only context for the employ- 
ment of methods of investment calculation. Mea- 
sures of share market transactions indicate a 
rapid growth in the late 1960s (Wilson, 1980, p. 
497). And more important than this share mar- 
ket activity was the growing concentration of 
equity ownership in financial institutions” 
(Minns, 1980; Moyle, 1971; Ingham, 1984). In- 
vestment decisions showed an increasing in- 
stitutionalization, accompanying the employment 
of professionalized investment managers respons- 
ible for the management of the share portfolios of 
insurance companies, unit trusts and pension funds 
(Fine & Harris, 1985; Moyle, 1971; Plender, 
1980; Whitley, 1986).*° 

The conditions for investment calculation 
were improved by the 1965 Finance Act. Before 
1965 the Earnings Yield had been the favoured 
form of financial statistic. The introduction of 


the Corporation Tax in 1965, however, allowed 


the analyst to use the U.S. definitions of earnings 
per share (on a post-corporation tax basis) and 
price/earnings ratio — facilitating an increased 
international mobility and combinability of U.K. 
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investment calculations. The outcome of the tax 
change was soon apparent: 


[T]he first year or so [following the introduction of cor- 
poration tax] witnessed an immediate shifting and widen- 
ing of P/E ratios on a scale that was never contemplated 
when earnings yields were the fashion ... (Littlewood, 


1973). 


The price earnings and earnings per share calcu- 
lations provided one mechanism for the pre and 
post-acquisition valuation, at a rudimentary 
level, of a corporate merger (Merrett & Sykes, 
1966, pp. 84-90). However, more complex 
forms of investment calculation, of largely U.S. 
origin, incorporating P/E and EPS ratios, could 
also be employed (Gordon, 1962; Lerner & 
Carleton, 1966; Weston, 1966). For example, 
Marris’ explorations of the managerial motiva- 
tion for the objective of company growth (Mar- 
ris, 1964) incorporated a decision calculus 
through which managers and investors could es- 
timate company worth. This was suggested as a 
means of analysing merger activity (Newbould, 
1970). The valuation ratio provided a method 
for relating the book value of a company to its 
share price or market value, and “reveal” the 
under or over pricing of shares (cf. Gordon, 
1962; Stacey, 1966). The demand for profit fore- 
casts was also partially connected to the growth. 
of financial analysis. Forecasts produced either 
by management or analysts themselves were 
partially concerned with mapping the potential 


*8For a general discussion of the convergence of finance theory with the expansion of the stock market see Whitley (1986). 
The rate of growth of these institutions and their relative size can be gauged by the following Ordinary Share Asset Holdings: 


Ordinary shares: U.K. listed and unlisted at year end market value £ million 


Unit trusts 
Insurance companies 
Pension funds 


Source: Wilson Committee, 1980 (Vol. 1: Appendices). 


1957 1962 1967 1972 
52 226 664 1892 
916 2401 3654 8958 
376 1389 2942 7176 


The membership of the Society of Investment Analysts approximately quadrupled in the period 1960-1969. The Society 
itself was formed in 1955 as the possibility for investment analysis was widened by the 1948 Companies Act. The 1967 
Companies Act substantially increased the required amount of accounting disclosure. 
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price earnings ratios of individual companies 
(Gibbs & Seward, 1983; Westwick, 1972); the 
objective was to determine whether the profit 
forecast was correctly reflected in the current 
share price. 

As Miller (1989 ) has described, certain forms 
of investment knowledge were also subject to 
governmental sponsorship. In particular the dis- 
counted cash flow technique (Dean, 1954) — 
which could be used to view all investment as a 
capital budgeting problem (Alfred & Evans, 
1965, 1967; Kingshott, 1967; Merrett & Sykes, 
1963, 1966; Powell, 1967; Weston, 1966) — 
was promoted by the Treasury and the NEDC as 
one solution to the growth problem of the U.K. 
economy (without involving direct govern- 
mental intervention, cf. Cmnd. 3437, 1967; 
NEDC, 1965, 1967). Although the technique of 
discounted cash flow is intentionally cash based, 
the reported and forecasted earnings were cited 
as practical, if not ideal, proxies for unknown 
cash flows (Merrett & Sykes, 1963, pp. 43, 45; 
Weston, 1966). 

Finally, the promotion and expansion of in- 
vestment knowledges in the 1960s were not in- 
dependent of a perceived problem of British 
management and management education ( Whit- 
ley etal., 1981, pp. 40—46). Two reports in 1963 
had identified deficiencies in the training and 
general competence of U.K. management 
(Franks, 1963; Robbins, 1963). One solution to 
the management problem took a lead from the 
US. Graduate Business Schools and the MBA 
qualification. By 1966 two formal Business 
Schools had been set up in London and Manches- 
ter (“British Harvards”; cf. Whitley et al., 1981). 
Business Studies departments had also appeared 
at Birmingham, Bradford and Durham by 1968. 
In general the movement towards the increased 
provision of management education was partly 
an attempt, as Miller (1989) has put it, to “man- 
age economic growth through knowledge”. 
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A corollary to the increase in financial calcula- 
tion surrounding company financial reports was 
increased managerial sensitivity to the decision- 
effects of published accounts. The conse- 
quences of accounting profit figures, for 
example, through their incorporation into in- 
vestment calculations contributed to a valoriza- 
tion of the company accounts. As such the calcu- 
lations of financial analysts produce effects 
in terms of their construction as signifiers 
(Thompson, 1986, p. 54). Managers were to 
orient their actions towards those activities mea- 
sured favourably through the external chain of 
financial calculation. 

It would be overstating the argument to 
suggest that corporate managers actions were 
thereby controlled by such caiculations. While 
the operative actions of managers could be influ- 
enced by external financial measures, often in 
unintended ways, the measures themselves 
could also be managed. There was, as Littlewood 
(1973) points out, considerable scope for dis- 
cretion in, for example, the allocation policies 
that constitute the derivation of accounting pro- 
fit.’! This instability in the conventions of ac- 
counting practice allowed company managers 
the scope for resisting and confounding the vis- 
ibilities created by investment calculations. 
Management, rather than merely operating the 
accounting calculations for financial analysts, 
constituted them in line with their own ends. 

The strategy of exploiting the inherent am- 
biguity of accounting reports, however, gave 
rise to its own problematization in the dis- 
course and terms of the investment decision 
knowledges. The role of the audited company 
accounts were subject to a translation into the 
discourses of finance and investment. This gen- 
eral problematization can be illustrated by two 
prominent instances. For example, in 1967 the 
Chairman of Courtaulds and of the Industrial Re- 
Organization Corporation complained, in a con- 


*'Litdewood (1073) writes on this: “Earnings and P/E ratios have come to achieve a dominance which is extraordinary, 
considering that they are based upon a single figure in the accounts which is a residual, imperfect and easily capable of 
manipulation” (1973). Broster (1967) also argued against the recent shift towards the P/E ratio away from the “firm 
foundation” of the earnings/dividend ratio: “It looks as though the share market is blowing a bubble in the shifting sands of 
the P/E ratio that may burst at any minute” (Broster, 1967, p. 627). 
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fidential letter to the President of the ICAEW, 
that: 


On account of the number of instances of incompetence 
we have found, we feel that we cannot rely upon an au- 
ditors’ certificate reflecting adequately the state ofa com- 
pany’s affairs; and it therefore follows that the investing 
public is not receiving the protection to which it is enti- 
tled [emphasis added] (letter from Sir Frank Kearton to 
ICAEW President W. E. Parker, dated 31 August 1967). 


Sir Frank Kearton’s letter referred to a large num- 
ber of perceived intentional (“fraud”) and unin- 
tentional (“unsound principles” ) inaccuracies in 
the accounts of companies taken over by Cour- 
taulds. The complainant’s position notwith- 
standing, the letter illustrated the increased con- 
sequences of accounting and auditing failure, as 
well as the rhetorical appeal to the interests of 
others. The interests of management and inves- 
tors in the financial statements of companies are 
articulated as a function of the consequences of 
the accounting calculations for investment 
analysis. As Kearton stated it: 


It is ... essential that the basis of valuation of its assets 
adopted by a company must be capable of rational and 
reasonable justification in the ruling circumstances, bear- 
ing in mind the likely future performance of the company 
(ibid. ). 


Accompanying the valorization of accounting 
Statements, accounting and auditing “failures” 
had more tangible consequences — particularly 
in the context of management’s incentive to 
utilize the ambiguous aspects of constructing 
financial reports. The auditing failures which 
Kearton outlined in his letter are not simply rep- 
resented failures on their own auditing terms. 
Rather, Kearton is explicit in connecting the ef- 
fects of the audited accounts in terms of the in- 
vestment decisions they had influenced: 


the investing public ha[s] received insufficient warnings 
of the financial difficulties of a company because of the 
failure of auditors to comment upon important factors 
(ibid.). 


This problematization of accounting and au- 
diting practices was also reinforced by the abor- 
tive Pergamon—Leasco merger and the investiga- 
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tion of Pergamon. The Pergamon auditors were 
criticized for the quality of their practices in the 
context of the Pergamon accounts. The final 
report of the DTI inspectors investigation of the 
affairs of Pergamon Press stated: 


in our opinion there were material items affecting the ac- 
counts of Pergamon from and including those for the 
years to 31 October 1965 to 31 December 1968 which 
beneficially affected reported profits and which we con- 
sider unjustified ... we are struck by the pattern which 
has emerged throughout such a period without at any 
point of time provoking reservations by the auditors in 
theiç reports to the shareholders of Pergamon (DTI, 
1973, para. 1244). 


The inspectors’ report is certain of the Pergamon 
chairman’s motivation in the construction of 
particular financial representations of Perga- 
mons activities: 


it was Mr Maxwell’s overall purpose to establish an artifi- 
cially high value for Pergamon’s shares in the Stock Mar- 
ket, and we are convinced that the overstatement of pro- 
fits and some of the transactions between Pergamon and 
the private family companies were all means to that end. 
(DTI, 1973, para. 1233). 


The conditioning effect of accounting reports 
upon investment calculations is assumed: Max- 
well could apparently manage Stock Market quo- 
tations for Pergamon shares through the 
medium of published financial accounts. 
Although accounting practitioners had been 
cautious in articulating the role of accounting 
statements as anything other than a rather crude 
assessment of past activities and performance, a 
major pre-condition for the standard setting pro- 
gramme in the U.K. was the translation of ac- 
counting measures of profit or “earnings” into 
components of more abstract investment deci- 
sion knowledges and calculations. The promo- 
tion and incorporation of the investment deci- 
sion “sciences” into the practices of financial 
analysis were partially related to the government's 
willingness to respond to a management problem 
in securing the growth of the economy. It also 
had more specific institutional and regulatory 
conditions of possibility in terms of the con- 
centration of share ownership, the expansion of 
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professional financial analysts and changes in 
the calculation of company taxation. 

The growth of financial calculation and the 
professionalization of investment analysis in- 
creased the “value” of accounting reports upon 
which investment calculations relied. As par- 
ticular accounting and auditing failures such as 
Pergamon occurred, their effect was to contri- 
bute towards a new site of problematization relat- 
ing to accounting and auditing techniques and 
practices, a discourse which articulated their 
inadequacy in the name of the “investing public”. 


The accounting profession, professional 
regulation and accounting standards 

This section will consider the institutional 
arena of the accounting profession. The struc- 
ture of this arena shows a qualitative difference 
from the previous arenas that have been out- 
lined. In this arena there occurs not only a prob- 
lematization of accounting practices — contin- 
gent upon the processes of problematization al- 
ready outlined — but it is within the institutional 
arena of the accounting profession that a “solu- 
tion” to the problem of accounting practices is 
constructed. The decision to set up the Account- 
ing Standards Steering Committee was endorsed 
by the Council of the Institute of Chartered Ac- 
countants in England and Wales in the final 
months of 1969. 

The problematizations of accounting tech- 
niques and practices which had arisen contri- 
buted to several public criticisms of the account- 
ing profession. The confidential letter from Sir 
Frank Kearton to the President has already been 
described, but in June 1968 Kearton, dis- 
satisfied with the apparent lack of response to 
his letter from the English Institute, announced 
his general criticism of accounting and the lack 
of investor protection in a speech to City 
bankers, stockbrokers and financial analysts 
(The Times, 30 June 1968; Knight, 1970). 

Further criticisms of the profession and its 
role in the forecasting of profit also emerged. 
After the publication of the City Code, the 
ICAEW had issued Statement S15 in July 1968 on 
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the responsibilities of auditors for profit fore- 
casts. By June 1969 the Institute had received a 
complaint from the Issuing Houses Association 
over the description within the statement of the 
responsibilities of merchant banks. Amend- 
ments had to be drafted into the statement 
which had the effect of placing a greater respon- 
sibility for the contents of the profit forecasts on 
the reporting accountants. The accountants’ 
report was also to be published with the bid 
documents.>? 

The most important public articulation, 
perhaps, of the practices of accountants as a 
“problem” came out of an article by Professor 
Edward Stamp, published in The Times (11 Sep- 
tember, 1969). This report, entitled “Auditing 
the Auditors”, provided a review and critical 
commentary upon many of the failures of ac- 
counting techniques in the Pergamon and GEC 
AFI episodes, and referenced the speech of Sir 
Frank Kearton. Stamp’s evaluation of these 
events criticized the knowledge base of the pro- 
fession. Stamp criticized the ICAEW’s pro- 
gramme of Recommendations on Accounting 
Principles, stating that such terms misled non- 
accountants into the belief that research lay be- 
hind the principles outlined. Stamp queried the 
profession’s commitment to any critical re- 
searching of the knowledge embodied in its 
practices. Auditor independence was also ques- 
tioned by Stamp and a series of proposals put for- 
ward to remedy the current problems. 

The article received a response from the En- 
glish Institute President Ronald Leach (The 
Times, 22 September, 1969). Leach asserted the 
independence of auditors. His letter also pro- 


vided glosses on the failures Stamp had outlined 


in his letter; for example, in a clear reference to 
the GEC—AEI merger Leach replied: 


Ifa new management takes control following a takeover 
-— their general policy as it affects stock may be quite dif- 
ferent (ibid. ). 


Stamp’s charge of an anti-intellectual bias in the 


This requirement was prompted by the revision to the City Code (April 1969). 
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profession was also rejected by Leach. In a re- 
joinder, Stamp rhetorically welcomed: 


the English Institute’s interest in research, which is not 
immediately apparent on a reading of the Institute’s latest 
annual report where it merits a mere four and a half lines 
in 39 pages (The Times, 26 September, 1969). 


The Stamp—Leach exchange promoted further 
the visibility of criticisms of the accounting pro- 
fession. The financial journalists of other news- 
papers gave similar prominence to the debate on 
accounting (cf. Financial Times, 10 November, 
1969; The Guardian, 22 October, 1969; The 
Sunday Times, 7 September, 1969). 

A further stimulus to professional action was 
provided by the views of the Board of Trade. In 
an article published in 1971, a vice-president of 
the ICAEW remarked: 


There had been a serious risk that, if the Institute had not 
been prepared to take the matter in hand itself, then the 
initiative would have been taken away from it by the 
[Board of Trade] quoted in Zeff, 1972 and The Accoun- 
tant, 13 May, 1971). 


A partner of one of the large auditing firms com- 
mented: 


The question was precisely this: there had to be some 
regulation of accounting. The only control that the Insti- 
tute appeared to have at that time was to set up the Steer- 
ing Committee on Accounting Standards, which was a 
very quick response — under considerable pressure 
from the Department of Trade [sfc] and others. 


Whether an accounting standards committee 
was the only response is less clear. A number of 
possible options were available for the profes- 
sion including a stronger regulation of auditing 
practices, and of procedures for the review of 
profit forecasts. The process through which this 
particular decision was reached is interesting, 
however, for demonstrating the profession’s dis- 
cursive translation of the context and prob- 
lematizations of accounting practices. 

The decision to form the ASSC came out of a 
Special Working Party involving the chairmen 
and vice-chairmen of the ICAEW Parliamentary 
and Law and Technical Committee with mem- 
bers of the President’s Advisory Committee. A 
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background paper was prepared for the Special 
Working Party. This background document in- 
troduced the professions current cir- 
cumstances by an analogy. An excerpt from an 
address given by Robert M. Trueblood in August 
1969 at the American Accounting Association 
Annual Congress prefaced the paper. This ex- 
cerpt was described as a summary of the position 
facing the English Institute: 


Our professional alternatives, as I see them are these: 

— Accounting practices can revert to the confusion and 
disorder of the days when every company went pretty 
much its own merry way, as is the case today in some na- 
tions. 

— or the Government, though the SEC or other regulat- 
ory agencies, can take over accounting rule making in an 
authoritarian way. 

— or the profession can improve its present rule making 
procedures and thus keep that function in the private sec- 
tor. 

What is to be our choice? 


This document had a number of important con- 
sequences. Firstly, it provided a complete trans- 
lation of all the present circumstances and dif- 
ficulties of the English Institute. The failure of 
profit forecast reviews, the consequences of the 
rise of investment calculations and the failure of 
accounting and auditing practices to meet the 
investment—decision roles of accounting state- 
ments, were further translated by the document 
into a problem of accounting regulation. Sec- 
ondly, it reduced or bounded the agenda of solu- 
tions to three apparent options: do nothing — 
which would be unacceptable to the Board of 
Trade; let the government take over accounting 
rule making — an “authoritarian” process; or im- 
prove the provision of the accounting profes- 
sion’s self-regulation. Thirdly, the document as- 
sociated the problems of the U.K. profession 
with the formation of the Accounting Principles 
Board in the U.S.: 


although there are differences in law between the two 
countries, [the Trueblood speech] may be thought strik- 
ingly applicable to British circumstances (ibid. ). 


In parallel with the Stamp article, the profes- 
sion’s problems were reduced to the accounting 
principles used in the production of accounting 
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reports. This may have been partially contingent 
upon the programme of Recommendations on 
Accounting Principles. At the time of the ASSC’s 
formation two working parties of the Technical 
Committee were drafting Recommendations on 
the construction of the accounts of associated 
companies and accounting for acquisitions and 
mergers.” Both of these prospective recom- 
mendations could be associated with the public 
criticisms of accounting practices — in particu- 
lar the Pergamon affair. 

The Special Working Party “alternatives” ges- 
tured clearly towards the self-regulation of the 
profession: 


The main cutting edge of criticism of the profession are 
the allegations that its standards display undue flexibility 
and its principles permit too many alternatives. These are 
the same criticisms with which the profession in America 
has so frequently been raked that when a decade ago the 
American Institute established the Accounting Principles 
Board one of its declared primary aims was “to narrow 
the areas of difference and inconsistency in practice”. 


The latter phrase was reproduced in the Insti- 
tute’s “statement of intent”. 

There was an important difference, however, 
between the original proposals of the working 
party and the example of the APB. The special 
working party produced a statement for consid- 
eration by the ICAEW Council “Tentative Prop- 
osals for Strengthening Accounting and Auditing 
Standards”. Auditing standards on “indepen- 
dence”, “proper standards of care” and “object- 
ive evidence” were proposed. It was also prop- 
osed that the accounting and auditing standards 
were to be “policed” by the Professional Stand- 
ards Committee of the ICAEW. The eleven pre- 
existing Recommendations on Accounting Prin- 
ciples were to be declared accounting standards. 

The “Tentative Proposals” were put before the 
ICAEW Council on 5 November 1969 and the 
statement of intent was agreed upon and re- 
leased to the press for 12 December 1969. There 
was some disagreement, amongst Council mem- 
bers, concerning the enforcement of the stand- 


565 


ards; the outcome was that enforcement would 
be operated through qualification of the auditors 
certificate and not by the Professional Standards 
Committee (initiated by Sir Henry Benson in 
1967). Members of the Professional Standards 
Committee had met with representatives of the 
Stock Exchange, Issuing Houses Association and 
the Society of Investment Analysts, on 23 Oc- 
tober 1969, to discuss the public criticisms of 
the profession and “the need for provision of 
greater information in published accounts”.** 

The response, however, of the ICAEW provides 
an indication of the profession’s capacity to de- 
fend its self-regulatory organization. The 
bounded discursive interpretation by the profes- 
sion of the problematization of accounting prac- 
tices drew upon an existing policy legacy. The 
translation of accounting problems to the dis- 
course of accounting principles and standards 
allowed the profession to invoke a response for 
which a major international and professional 
precedent existed: the formation of the Ac- 
counting Principles Board. As such the “solu- 
tion” put forward by the profession displayed an 
institutional isomorphism (Meyer & Rowan, 
1977) by assuming common problems, and fol- 
lowing the practices of other bodies and profes- 
sions. 

The solution was loosely coupled to the cir- 
cumstances which provided its conditions of 
possibility. As Burchell et al. point out, in an al- 
beit different context, the profession’s response 
can be understood less: 


in relation to some unambiguous governing principle, 
role or function, than a garbage can (1985, p. 402). 


SUMMARY AND IMPLICATIONS 


The objective of this paper was to elaborate a 
set of conceptual instruments or devices for the 
investigation and theorization of accounting 
change. This was undertaken with particular re- 
ference to the study by Burchell ef al. (1985) 


3 These draft recommendations finally became SSAP 1 and SSAP 23. 


+4Minutes of Professional Standards Committee, ICAEW 1969. 
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and their elaboration of the concept of the arena 
of accounting change. The concept of transla- 
tion, adapted from Latour (1987), has been 
suggested as a construct for understanding the 
specific associations, connections or “positive” 
relations that are made between accounting and 
its social context. 

In examining accounting change, it was 
argued that it is necessary to attend to the pro- 
cess through which particular accounting state- 
ments, calculations and techniques are subject 
to a translation into wider social, economic and 
political discourses not normally associated 
with the apparently neutral, technical discourse 
and practices of accounting. The significance, 
role or meaning of accounting is subject by 
translation to a new interpretation in accor- 
dance with such ideals, discourses, bodies of 
knowledge. Such discourses intersect with ac- 
counting to suggest new problems and priorities 
for accounting practices and stimulate the pro- 
cess of accounting change. Attending to the dis- 
cursive translation of accounting techniques in 
the terms and ideals of non-accounting 
rationales suggests one strategy for concep- 
tualizing accounting’s connectivity to the social 
context, and operationalizing the concept of 
the arena. 

In the case of the genesis of the standard set- 
ting programme in the U.K., the outcome, the 
formation of the ASSC, could not be deduced 
from its specific origins. As Burchell et ai. noted, 
quoting Nietzsche, a final outcome can be 
“worlds apart” from initial causes or origins 
(1985, p. 409; cf. Hindess, 1982; Giddens, 
1984). Nor, in this episode, was it certain that 
the decision of the ICAEW to form the ASSC 
would serve as a “solution” to the problems of 
accounting practice: in the first year of operation 
of the ASSC the Committee minutes noted the 
“concern” of the Department of Trade and In- 
dustry. This concern, and the possible need for 
further action, was related to the continuing in- 
vestigation of Pergamon Press. Any subsequent 
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decision for not intervening further into the reg- 
ulation of accounting and auditing, by the DTI or 
the profession, is beyond the empirical. re- 
searches of this paper. 

The case, however, also highlights the scope 
for autonomy of the accounting profession. The 
constellation of sites of problematization that 
was the outcome of the arenas was successfully 
translated into the regulatory discourse of the 
profession. The formation of the ASSC allowed 
the reproduction of the “self-regulatory” dis- 
course upon which accounting professionals 
draw in justification for their status and ac- 
tivities, and which demarcates and delineates 
the relationship of the profession with state agen- 
cies and the productive or “private” sector. The 
Capacity to produce “recommendations”, “prin- 
ciples”, “standards” or institute committees for 
the formulation of guidelines, rested with a 
group of senior accounting professionals. In pro- 
ducing the outcome of a decision to form the 
ASSC, it is apparent that the “problems” and 
“worries” concerning accounting and auditing 
practices were taken up and set against a particu- 
lar professional discourse that defined the ac- 
counting profession in the U.K. as a self-regulat- 
ory body. In the presence of prompting by state 
agencies, a professional élite translated the 
“problems” articulated by others into their own 
terms and ideals. 

Although consideration was given to more 
wide-ranging regulation of auditing practices, 
the decision reached to formulate accounting 
standards could be legitimated, both externally 
and to the professional membership, by refer- 
ence to the precedent of the Accounting Princi- 
ples Board in the U.S. In that regard the episode 
can be interpreted, in organizational decision 
terms, as a garbage can (March & Olsen, 1976): 
the “problems” and “solution” were not linked 
by any obvious, necessary or inherent conse- 
quentiality, but rather by a form of simultaneity 
and institutional convenience (March, 1988). 
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Abstract 


This paper critically assesses the use of the linguistic model within accounting discourse and the related 
interest in rhetorical formulations. It involves a re-analysis of the “foundations of accounting” associated 
with the name of Luca Pacioli in the late Middle Ages. The discussion concentrates upon the institutional 
matrix in which accounting emerged in the sixteenth century. In particular it stresses the role of three 
crucial institutions; the Church, the pedagogic apparatuses and the publishing house. Along with the more 
fully explored role of the commercial organisations during the period, these institutions provided the 
contours in which we can understand how and why accounting in its particular modern form emerged. 


What are we to make of the recent flurry of 
books and articles that argue for a reformulation 
of the methodology of the humanities (and even 
the physical sciences ) along the lines of a rhetor- 
ical investigation? This is the main question I 
confront in this paper. Such an issue is timely, I 
wouid suggest, given the sudden rediscovery of 
rhetoric amongst broadly “critical” scholarship 
and its widespread and rapid penetration into a 
range of discursive environments, Whilst look- 
ing at this resurgence in the context of account- 
ing in this paper — where it is perhaps relatively 
less developed compared to, say, economics or 
other disciplines — I intend to draw some more 
general lessons from the analysis offered. 

One of the initial points of reference for this 
paper has been a number of studies that want to 
promote the idea of rhetoric as the “post-moder- 
nist” response to the continuing philosophical 
tradition of adjudication between theories of the 
social (e.g. Edmondson, 1984, with respect to 
sociology; Klamer, 1984, and McCloskey, 1986, 
with respect to economics; and Billig, 1987, in 


the case of psychology). In this body of work 
rhetoric is largely presented as a response to the 
demise of “positivism”. This is the motivating 
force behind its re-emergence, particularly in 
the social sciences where the idea ofa referential 
domain of innocent facts and statistics to which 
researchers can look to justify their theories has 
been heavily undermined. Instead, it is 
suggested all theories and the facts they invoke 
to test those theories are “social and historical 
constructs” which, as a consequence, are inevit- 
ably tainted with “values” and “ethical a prioris”. 
Under these circumstances the way theories are 
justified and legitimated becomes much more 
one of a debate, conversation or argument in 
which the attempt is to persuade an assumed 
sceptical audience. Hence the interest in 
rhetoric and in the protocols of argumentation. 

Alongside these developments — indeed 
something that has largely paralleled them — 
has been a growing interest in the “model of lan- 
guage” as that most appropriate to specifying the 
framework for rhetorical investigations of this 


*I would like to thank those who attended the session of the Second Interdisciplinary Perspectives on Accounting Conference 
at which this paper was given. In particular Keith Hoskin provided excellent comments from which the paper benefited a 
great deal. Also, the three anonymous referees stimulated a good deal of reassessment as the paper was prepared for 


publication and I thank them. 
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Fig. 2. Title page of Pacioli’s Divina first published in 1509. 
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kind. As instances of this growing recognition of 
the role of language within the progressive 
accounting literature we can cite papers by 
Arrington (1987), Lavoie (1987) and Lehman & 
Tinker (1987). 

This paper critically interrogates the appro- 
priation of the linguistic model within accounting 
discourse and the related interest in rhetorical 
formulations. It involves a relook at the “founda- 
tions of accounting” associated with the name of 
Luca Pacioli in the late Middle Ages. The analysis 
concentrates upon the institutional matrix in 
which accounting emerged in the sixteenth 
century. In particular it stresses the role of three 
crucial institutions: the Church, the pedagogic 
apparatuses, and the publishing house. Along 
with the more adequately explored role of the 
commercial organisations during the period 
(the history of which is underplayed in this ac- 
count), these institutions provide the contours 
in which we can understand how and why ac- 
counting in its particular “modern” form 
emerged. In stressing the heterogeneous dis- 
courses that articulated the processes and 
mechanisms of operation of these organisations, 
the analysis also conducts a critique of the 
employment of the “model of language” as the 
most appropriate frameworking device for in- 
vestigations of this type. Instead, focusing on the 
central role of the publishing house in the de- 
velopment of accounting leads to the formula- 
tion of “printing” as an alternative and more ap- 
propriate metaphorical investigative device. 
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This re-examination thus argues for the aban- 
donment of an abstract, formal and general 
mechanism of investigation — the application of 
the “model of language” — and its substitution 
by a contingent and historically specific con- 
figurative mechanism that pays particular atten- 
tion to the institutional moment in the formation 
of discourses. 


WHY RHETORIC AND WHAT IS IT? 


‘ Rhetorical analysis has been posed as a 
methodological response to the _ classic 
philosophical problem of demarcating between 
theories. But it needs to be posed rather 
carefully in this respect. McCloskey (1986), for 
instance, suggests that it is not a Methodological 
response with a capital “M”. Rather it should be 
more modestly approached as part of a 
methodology with a small “m”. By this he means 
to signal the passing of the grand philosophical 
claim to adjudicate between right and wrong, or 
between truth and falsity in intellectual 
discourse. A more subtle style of reasoning is cal- 
led for. Indeed, if we accept the spirit of this 
suggestion the “project of philosophy” itself 
might be called into question.! 

One convenient way of representing these 
issues is shown in Fig. 3. This illustrates the key 
issues that have informed the re-emergence of 
interest in rhetoric and the “model of language”, 


OBJECTIVITY 


mde P 


TRUTH ‘all depends’ 


a priorism 
relativism 
perspectivism 


TRUTH ‘absolute’ 
positivism 
empiricism 

realism 


Fig. 3. 


1 “Philosophy” is seen here as a system of typical problems, objects, texts, histories, books, etc., which are studied within a 
definite institutional context. The “project of philosophy” is to adjudicate on the status of intellectual activity in a particular 
way, conditioned by the typicalities just mentioned. To challenge this would be to substitute a more diverse category of 


“thinking” for that of philosophy. 
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or the “linguistic turn” as it is often called. 
Putting it fairly obviously, the problem of Truth? 
has traditionally been solved within philosophy 
at either extreme of this diagram. Taking the 
right hand pole first, here Truth can be estab- 
lished more or less absolutely and objectively. 
This is a result of the method of positivism and 
empiricism as usually understood. On the other 
hand, at the other end of the diagram, 7ruth “all 
depends”. Here Truth is the consequence of an 
overtly subjective a priori. It all depends upon 
the position from which it is judged. This illus- 
trates the method (ifit can be termed as such) of 
relativism and perspectivism. The analysts’ 
theoretical a priori determines the Truth con- 
tent of the results offered. It all depends from 
which perspective one begins, and so on. 

It is a scepticism about the claims made at 
either end of the spectrum shown in Fig. 3 that 
has exercised many critical philosophers of late. 
AS a reaction, how to conceptualise that area fall- 
ing in the middle ground between the two poles 
has become an issue around which a good deal of 
current discussion is located. This is sometimes 
referred to in the literature as a “fuzzy” area — a 
place where “fuzzies” dwell — and it is within 
the grey area that much of the following discus- 
sion is located. 

A range of perhaps unfamiliar terms has been 
coined in an attempt to discuss this area in an 
overtly non-philosophical manner. Thus con- 
cepts such as the plausibility and the credibility 
of the arguments offered to support particular 
theories have been advanced in these discus- 
sions, and of the feasibility of policy suggestions 
emanating from them. These kinds of criteria are 
increasingly standing in for the discredited ones 
traditionally deployed at either end of the spec- 
trum shown in Fig. 3. 

In addition, this context accounts for the em- 
ergent interest shown in language, where lan- 
guage is seen as offering a possible model for the 
more systematic formulation of the grey or fuzzy 
area. These developments have also involved a 
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tendency to “narrativise” the discursive process 
such that any analytical situation becomes one 
dominated by convincing “story telling” on the 
part of researchers. 

Any discussion of language is, however, highly 
problematic in that there are at least two major 
ways in which language can be formulated as a 
category of analysis. These are consistently 
elided and run together in much of the literature 
dealing with accounting discourse (e.g. 
Arrington, 1987; Lavoie, 1987; Lehman & 
Tinker, 1987). In fact these two approaches are 
quite different and not to be confused. 

In the first place we have the traditional 
formulation of language being a system of com- 
munication. (This is also the approach inform- 
ing much of the purely philosophical discussion 
of language.) With this theory an already formu- 
lated message with a meaning is encoded by the 
speaker, forming the word, which is then trans- 
mitted to the audience in the form of a spoken 
message. This the audience then decodes, usu- 
ally on the basis of the language’s social context 
or on the basis of the social characteristics of that 
audience. Chomsky’s theory of language is a clas- 
sic instance of this approach and it is not uncon- 
nected to the fact that he developed his basic 
theoretical propositions while working under 
contracts for the military. For the military the 
prime problem is to generate clear and unam- 
biguous messages, which fits into the communi- 
cations approach to language perfectly. It was 
Chomsky’s brilliant achievement to relate this to 
a “depth model” which looked for the founda- 
tions of language in the “universals” of the 
human mind — his “deep structures”. These 
deep structures are responsible for motivating 
meaning and encoding a message in his theory, 
which is then communicated by language.” 

An alternative and altogether more radical 
view of language is to see it as a system of signifi- 
cation rather than of communication. With this 
approach the crucial category within language is 
the “sign”. This is made up of two aspects — the 


Truth is given a capital “T” to denote its specific philosophical connotations. 
For a general linguistic analysis that tries to develop a rapprochement between grammar and rhetoric along these lines, see 


Gray (1977). 
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signifier and the signified. Both of these exist in 
the realm of the concept. It is the referent that is 
signified by the signifier, and this referent is what 
“exists” outside of discourse.’ As is well known, 
this Saussurian concept of language has given 
rise to a number of variants, perhaps the most 
radical of which argues that the sign constructs 
its own adequate signifieds. In this case (though 
not wishing to do an injustice to this position by 
oversimplifying ) it is the signifier that dominates 
the signified. Furthermore, where this is the case 
the emphasis shifts to the conditions of dis- 
course for an understanding of the origin of 
meaning and sense. Under these circumstances 
the means of signification and their conditions of 
operation are the crucial site for the construc- 
tion of meaning. Thus meaning is not something 
already formed prior to its communication 
(encoded “in advance”, so to speak) for which 
the means of communication merely act as a 
transmission mechanism to an audience, which 
decodes the message on the basis of its “con- 
sciousness’, itself determined by that audience’s 
social situation or circumstances. Here, by con- 
trast, the “play” of meaning and sense is a conse- 
quence of the play of signification itself, as 
exemplified by the system of signs that make up 
those very means of signification. Signs exist in 
the form of chains, which often “slide” around, 
or under, each other. This implies that all sys- 
tems of signification —- one of which is given by 
accounting calculations — need to be “read” for 
their meaning with respect to a definite perti- 
nence, rather than simply decoded. — 

It is this latter theory of language that has 
stimulated the recent interest in rhetoric as 
something that can specify the nature of mean- 
ing in a text almost independently of its extra- 
discursive configuration. If rhetoric is thought to 
be about language as an argumentative system, 
where language is seen as a series of signs that 
constructs its own signifieds or narrative, and 
where these signifieds directly represent the 


577 


referent, then the rhetorical level is the one 
adequate to the analytical procedure. 


What is rhetoric? 

At first sight there might seem to be a simple 
answer to this question. After all is it not just a 
matter of the conditions and procedures of 
argumentation and persuasion that are involved 
here? Clearly this does capture something of an 
answer. But we need to generate a more 
developed response. We begin by saying what 
rhetoric is not. 

To start with it is not a positivistic analysis. 
Here I take such a positivistic analysis to mean 
one that first of all generates a theory or set of 
hypotheses (or single hypothesis ) and then pro- 
ceeds to “test” this against a “real” domain of 
facts, Such a procedure is definitely ruled out in 
the context of rhetorical investigations (see Fig. 
3). 

Secondly, it is not akin to a method that tries to 
logically construct (or even logically decon- 
struct?) the terms of an analysis, proposition or 
“method”. This would involve an attempt to sub- 
ject the text to the criteria of rational consis- 
tency and logical order. As we shall see below 
when looking at the history of the “rise and fall” 
of rhetoric in the late Middle Ages and the early 
Renaissance period, rhetoric is overtly pitched 
against logic in these terms, and I think such a 
Stance still informs the way a rhetorical investi- 
gation is properly understood today (Howell, 
1956; see also Howell, 1971).? 

Thirdly, it is not to be confused with a so- 
called “symptomatic reading” most closely 
associated with Althusserian influence. Such a 
symptomatic reading was formulated to help un- 
cover the silences and lacunae inhabiting, and 
perhaps more importantly, inhibiting texts. The 
lecture sympiomale constructs the problematic 
of the text, specifying its unconscious. 

Finally, it is important to recognise those 
promoting the re-establishment of the rhetorical 


‘This is somewhat more problematical than indicated by these remarks in that not all signs have a real referent, e.g. mythical 


beasts like the centaur. 


Logic is understood here in its modern sense — as a system of rational orders, Later in the paper a different sense of logic 


associated with Ramist pedagogical reform is outlined. 
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approach are not arguing for rhetoric in its 
rather discredited sense. In everyday speech 
“rhetoric” has connotations of bombastic 
demagoguery. It is the device of the less than 
honest politician in his or her attempt to man- 
ipulate the political arena. It is associated with a 
disreputable practice of propaganda and cajol- 
ery, involving flowery diction and empty figures 
of speech. The terms “merely rhetorical” and 
“rhetorical flourish” sum up this dismissive and 
negative tone. 

Having said what rhetoric is not we must now 
attempt to be more positive and say what it is. 
The central feature of rhetoric concerns the way 
arguments and conversations are conducted in 
an attempt to persuade. Three distinct but not 
separable forms of argument have been tradi- 
tionally deployed here, it is suggested: ethical 
appeals (ethos) involving one’s own values and 
one’s own character; emotional appeals 
(pathos) involving an appeal to the feelings of 
the audience; and rational appeals (Jogos) 
addressing the capacity to reason (which do at 
least abide by historically current standards of 
logic). The preparation of, and reflection on 
these kinds of appeals is known as the invention 
of the argument (inventio). Once invented the 
appeals need to be organised and arranged (dis- 
positio). This is then followed by the presenta- 
tion of the material in an eloquent manner 
(elocutio).© 

This accounts for the formal arrangement of a 
rhetorical investigation, the object of which 
becomes one of uncovering these features in any 
text. But other problems linger. For instance, is it 
a “methodological approach” or just an “analyti- 
cal technique”? Here we can signal a certain un- 
ease about exactly how to describe the kind of 
thing indicated by the term rhetoric: an “investi- 
gation”?; an “analysis’?; a “method’”?; an 
“approach”?; a “technique”? Clearly it has certain 
methodological pretensions of an analytical 
kind. These are signalled directly above. But 
describing it as an approach would seem to 
suggest something both looser and wider — a 
rather grander claim would seem to be being in- 
dicated. 
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The predominant way in which rhetoric is 
described in the literature on economics and ac- 
counting is to treat it as an analytical method. In- 
deed there is one dominant way of dealing with 
it which is to describe it as a “conversation” (e.g. 
Klamer (1984) in the case of economics, and 
Arrington (1987) in the case of accounting). 
Clearly a conversation is a rather gentle form of 
argument and we may want to draw a distinction 
between “soft rhetoric” and “hard rhetoric” on 
this basis. Thus the conversational soft rhetoric 
would be the kind of thing that goes on in the 
senior common-rooms and seminars of Ameri- 
can liberal arts colleges and universities, while a 
more robust hard rhetoric could characterise 
the argumentative form of public discourse. But 
in trying to make this distinction we can begin to 
see the shortcomings of the emphasis on 
rhetoric as such. It is towards a more critical 
view of the linguistic turn and rhetorical analysis 
that I now turn. 


PROBLEMS WITH RHETORIC AND THE 
MODEL OF LANGUAGE 


To have a polite civilised conversation with 
someone, or even an argument with them, 
requires some quite stringent pre-conditions. In 
the first place it presupposes that both parties 
“speak” the same language. In the case of the so- 
cial sciences this cannot always be guaranteed. 
Very different theoretical a prioris can be in- 
volved in debates, demonstrating deep and often 
irreconcilable differences in outlook. How can 
these always be resolved by debate? Perhaps the 
best that can be said under these circumstances 
is to be able to recognise the difference and 
leave it at that. But this then invokes the second 
pre-condition. l 

This is that a certain rationality, and a commit- 
ment to it, must underlie the basis ofany conver- 
sation or argument. It is not just by chance that 
modern German rationalist philosophers like 
Gadamer and particularly Habermas are invoked 
by, for instance, Arrington (1987) and Lavoie 
(1987) in their advocacy of the “rhetoric of con- 


6 Note the neat threefold character of these formulations. I raise the general implication of this below. 
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versation” for accountancy. Both of these 
authors (Gadamer and Habermas) construct 
their theoretical systems of “communicative ra- 
tionality” on an elaborate edifice of enlightened 
and rationalistic behavioural foundations. To 
question whether this is always likely to be the 
case, or even ever likely to be the case, is not to 
decry rational argument or advocate an irration- 
ality in its place. It is merely to register a scepti- 
cism, itself predicated on the actual experience 
of modern Germany history. Thus even to 
accept a difference and leave it at that requires 
what might be termed a rational maturity lack- 
ing in much of the actual practice of day to day 
social intercourse, let alone political debate and 
struggle. 

Perhaps then the distinction between soft and 
hard rhetoric can be overdrawn. But in one 
sense we might like to try and preserve it. There 
is at least hope that a conversational, genuinely 
dialogical form of discourse could be organised, 
in which the mutual non-antagonistic explora- 
tion of positions is undertaken. Indeed some 
have argued this is the actual way in which all 
thinking is organised (Billig, 1987). Against this, 
however, we should recognise the “pursuit of 
mastery”, which can unhinge the dialogical 
character of discourse in its quest for a mono- 
logical persuasive objective. If we genuinely 
wish to convince “the other” in any discussion, 
argument or conversation (or “think” we do) the 
dialogical moment need never arrive. 

So much for the problems of rhetoric. In that 
it is interpreted within a framework of rational 
behavioural norms it can be challenged by a 
theorisation that rejects those norms. Addition- 
ally it is perhaps unfortunate for those wedded 
to a rationalistic conception of the social order 
that this can break down under the harsher con- 
ditions of real political life. But as well as these 
problems there remains a set of issues that have 
to do with the linguistic model itself. These I now 
develop as a prelude to looking at both the 
strengths of the rhetorical approach in the case 
of Luca Pacioli and an alternative formulation to 
it. 


7] thank Mike Gane for suggesting this formulation. 
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The linguistic model? 

A range of figures are invoked to support the 
ideal of language as that which offers a 
frameworking device for the analysis of account- 
ing discourse in its rhetorical manifestation. 
Often included amongst these appear the names 
of Derrida and Foucault. But I would argue that 
a closer reading of these two authors providesa 
means of criticising the idea of language used in 
this respect rather than as a support for it. To do 
this I want first to develop a general way in 
which the discursive field might be represented. 
This is shown by the threefold structure in Fig. 4. 


Reference 


2 
5 


Language 
4 


Symbol Referent 


Fig. 4. Representation of the discursive field. 


Such an Ogden—Richards triangle (Ogden & 
Richards, 1949) characterises the conventional 
way language is conceived to structure dis- 
course — involving the symbol, reference and 
referent. Once this threefold structure is opened 
up, however, its terms can multiply. Thus we 
might represent it as signifier, signified and 
referent, as suggested above. Alternatively it 
could be object, representation and interpret- 
ant. Finally we could mention the specifically 
Marxist inflection of this via the word, the 
speaker and the social forces; a threefold struc- 
ture that Volosinov (1973) earlier this century 
suggested articulated the practice of language. 

In Fig. 4 the common three part structure is in- 
dicated by the numbers 1, 2 and 3. Language can 
then be indicated by the number 4. I would 
suggest this three part structure characterises all 
conventional theories of language and haunts 
discursive analysis. A general trinity formulation 
would be one involving the Subject, the Object, 
and the Transcendental Subject/Object (God).’ 
Language or discourse could then be indicated 
by the number 4, and I would place it inside the 
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triangle. The threefold classifications of rhetoric 
indicated above; the communications theory of 
language involving the speaker, the word and 
the audience (encoder, transmitter and decoder), 
the signifier, the signified and the referent of 
the signifactory theory of language, all fit neatly 
into this structure. Other examples could be 
provided (see also Eco & Sebeok, 1984). 


The challenge, then, is to provide a different 
way of thinking about the nature of discourse. I 
suggest this involves taking up the position of 
number 5 in the figure. Such a position is located 
“on the margin” of the figure in an attempt to 
escape its terms. In one sense, however, this is a 
fruitless task since it is impossible to be located 
completely outside the terms of conventional 
discourse. Nevertheless, the rest of this paper 
represents an attempt to show how this has been 
tried by various authors, and how the emphasis 
on the institutional moment in the structuring of 
discourse also provides a means to this end. 


One important point about Derrida, for in- 
stance, is that he attempts to escape from such a 
threefold classification by constructing a theory 
of “writing” against the logocentric nature of 
language. This comprises his decisive break with 
conventional practice. Much of his effort has 
been directed at trying to develop an idea of 
writing which undermines “the threefold model 
of language”. This has to do with the way 
language is often deployed in philosophical 
Methodology, as an effect of the speaker. Behind 
language always lurks the figure of the speaker. 
This figure operates as the foundation of lan- 
guage, whether this be in terms of the universals 
of the mind or in terms of the competence of the 
speaker. It gives rise to the characteristic 
logocentric nature of discourse organised 
around the ontological being as originator of 
thought. For Derrida, writing (and with it differ- 
ance) serves to dislodge this ontological being 
as the centre of discourse by displacing the work 
of discourse into an inanimate object — the 
“text” — that must be read (Derrida, 1978, 
1981). Textual structures become the object of 

-discourse, not language as such. From this Der- 


rida is able to construct his characteristic em- - 
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phasis on the “writerly” and its particular (and 
often peculiar) set of concepts. The attempt has 
been to construct a new set of concepts that are 
not fundamentally linguistic in form. 

Foucault is another writer who is often iden- 
tified as being part of the “linguistic turn” but 
strictly speaking this is also not the case. While 
like Derrida he is centrally concerned with the 
theory of language, it is a confusion to reduce his 
theory of discourse to one based on the linguis- 
tic model. On the contrary, his theory of dis- 
course represents another attempt to disengage 
from that model. 

In The Archaeology of Knowledge (Foucault, 
1972) there is a sustained attempt to develop 
the notion of “discourse” and “discursive forma- 
tion” which is not directly derived either from 
linguistics or from logic. The fundamental unit of 
discourse is the “statement” and of discursive 
formation a group of statements which form the 
“archive”. But a statement is not a formulation 
that is either a sentence or a proposition and 
thus a discursive formation is not simply a series 
of sentences or propositions. A statement is an 
“event” that neither the language nor the mean- 
ing can quite exhaust. This is because the ques- 
tion asked of the statement is always “why did 
this particular statement appear and not 
another?” In responding to this, Foucault de- 
monstrates his characteristic insistence on the 
institutional moment in the determination of 
discourse. The reason why one statement may 
appear and not another is because of this institu- 
tional element in the constitution of discourse. 
Now this is also the site of a major problem since 
it is not absolutely clear that Foucault has man- 
aged to develop an adequately differentiated 
category of the statement from a linguistic sign 
to sustain his attempt at disengaging from the 
conventional distinction between language and 
its institutional context (Brown & Cousins, 
1980). Two things are clear, however. One is 
that discursive formations can be individuated 
by specifying the regularities of appearance of 
statements, which in turn defines the effective 
field of those statements. Secondly, the enuncia- 
tive function distributes signs to the level of the 
discursive formation in a manner that is proper 
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to their existence. Thus statements do not have 
the function of stating or communicating any- 
thing but rather have the function of supporting 
a practice. Hence statements must be capable of 
supporting enunciative modalities but in a way 
that does not imply them as straightforward 
grammatical categories. The fact that both of 
these are problematically located in The Ar- 
chaeology of Knowledge should not divert us 
from recognising their potential in terms of the 
fuzzy or grey areas shown in Fig. 3. 

Thus, while Derrida shifts the discussion of 
discourse onto the “text” and the “writerly”, 
Foucault shifts it onto the “statement”, the 
“archive” and the institutional moment in any 
practice of discursive support. Neither of these 
two approaches is strictly based on the linguis- 
tic model, however, and nor do they necessarily 
involve a strong rhetorical moment. We may 
want to treat the nature of accounting discourse 
as an effect of rhetoric and linguistics, but there 
are other, perhaps more satisfactory, ways of 
doing it. 

In fact at this point I want to develop a critique 
of Derrida’s formulation itself since it seems to 
me he does not quite go far enough in distin- 
guishing his line of analysis from the full implica- 
tions of the linguistic model. For Derrida, 
“writing” is the central object of thinking about 
discourse. However, this itself is the site of a 
problem, associated with the subsumption of 
writing under a technology of printing. Despite 
the great attention paid to writing, and its man- 
ifestation in the book, Derrida pays little or no at- 
tention to the idea of printing and its effects. 
Printing displaces the ontological being of the 
writer further into an institutionalised practice 
and a technology. It installs another level of dis- 
tance between the orginating subject and the 
practice of discourse. The importance of this for 
the role of Luca Pacioli —- who produced the 
first printed text on accounting — is something 
I pursue in the rest of this paper. Perhaps ironi- 
cally, however, to do this will take us into an 
examination of “the demise of rhetoric” in the 
early Renaissance period, which was associated 
with the name of Peter Ramus. 
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THE DECLINE OF RHETORIC AND THE RISE 
OF ACCOUNTING 


In the mid-sixteenth century the Protestant 
priest Peter Ramus was heralding the final 
decline of the ancient rhetorical tradition. Some 
fifty years earlier a Franciscan priest Luca Pacioli 
had heralded the beginning of modern account- 
ing. Are there connections between these two 
events? This is the issue explored in this section. 
Of course any connections here are not simply 
between these two figures as individual writers. 
Rather they are between a certain set of intellec- 
tual issues that each of them exemplified. I 
organise the discussion around three separate 
but connected points: the problem of “belief” in 
the sixteenth century; the role of pedagogic re- 
form; and the relationship between an oral, a 
written and a printed culture which was in a pro- 
cess of radical transformation at the time. Thus, 
as mentioned in the introductory remarks, I 
highlight ‘ree institutional practices in the con- 
struction of the discourse of accounting in this 
period: the Church; the university and the 
school; and the publishing house. 

James Aho (1985) has produced one of the 
most successful overtly rhetorical investigations 
with his analysis of the invention of double-entry 
book-keeping (DEB), associated as all accoun- 
tants know with the name of Luca Pacioli.” Aho 
summarises his argument as follows: 


Instead of arguing that DEB was originally devised to 
serve exclusively informational or theoretical ends, this 
author suggests that its purpose was largely rhetorical — 
that is, to justify an activity about which there existed in 
medieval Christian Europe a considerable suspicion; 
namely commerce itself. In other words, we submit that 
DEB was neither an outgrowth of the spirit of Renais- 
sance science nor of Thomistic logic — a position held 
by Wener Sombart — but of the art of rhetorical dis- 
course (Aho, 1985, p. 22). 


Aho goes on to provide an exemplary 
rhetorical account by unpicking Pacioli’s text 
according to the sets of threefold categorisations 
outlined above when discussing the formal or- 
ganisation of a rhetorical analysis. He suggests 
that DEB partly answers an ethical problem, first 


SI am grateful to Anthony Hopwood for having drawn my attention to this article by Aho. 
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by-integrating profit-seeking into a Christian cos- 
mos (thereby avoiding charges of the sin of av- 
arice), and second by providing a “just” explana- 
tion of business activity via the double-entry 
form which balances debits with credits, advan- 
tages with sacrifices, receipts with payments, 
and so on. In doing this it also served an aesthetic 
function of bringing book-keeping into a realm 
of geometric and proportionate equivalences. 
These were classic rhetorical devices of the 
time, it is suggested. 

There is much to admire and agree with in 
Aho’s analysis. However, there are a wider range 
of issues and problems in which it might be set if 
we are to properly account for the importance of 
DEB, of Pacioli, and despite Aho’s own deploy- 
ment, of the demise of rhetoric as a legitimate 
intellectual tradition. 

Clearly Pacioli was answering a multiple set of 
questions in his texts — ethical, juridical and 
aesthetic. Crucial to the development of DEB 
was the notion of balance. Whilst this is recog- 
nised by Aho, Hoskin & Macve (1986) suggest it 
appeared as a consequence of a new way of 
textual writing, generated during the thirteenth 
and fourteenth centuries, mainly by clerical 
pedagogues. The systematic writing of accounts 
is seen by them in terms of a textual complexity 
involving first the “doubled” character of the 
money sign (to be given and to be received in an 
exchange) and then its transformation into a 
“double-sign” (a representation of a representa- 
tion of value in the form of an account entry). 
Only after a long and hesitant development did 
the “doubled-sign” and the “double-sign” man- 
ifest themselves in the form of the double- 
writing on paper money. Furthermore, it was a 
formal organisation of the relationship between 
interconnected entries of this double-writing in 
books of account that created the notion ofa ba- 
lanced account late in the fifteenth century. 
This itself created a new measure of control over 
flows of goods and money. There is, then, a kind 
of internal history of writing to which DEB can 
be addressed, strikingly illustrated by Hoskin 
and Macve’s rich analysis. 
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But here I concentrate on the explicit institu- 
tional setting of early DEB. Since much has been 
written about the commerical and banking in- 
stitutional matrix in which it developed, I ignore 
this element. Instead I begin with the impact of 
the Church and its increasingly uncertain status 
during the later part of the period. 

This uncertainty stemmed from complex 
developments within theology on the one hand 
and from the emergence of secular philosophi- 
cal and scientific discourses on the other. The 
complexity of religious belief in the sixteenth 
century is well captured by Lucien Febvre’s mas- 
terly analysis of the possibility of its antithesis — 
“unbelief” — during the period (Febvre, 1982). 
Interestingly, in part this led to a major intellec- 
tual revival of classical studies, particularly of 
Greek thought which was appealed to by all 
sides for authority (just as it is tending to be used 
today in a similar period of intellectual uncer- 
tainty’). In addition, this growing intellectual 
turmoil was fostered by the invention of printing 
by Gutenberg in Mainz during the second half of 
the fifteenth century. Indeed, one of the ways 
the Church tried to keep a control over these 
events was to ban printing (e.g. by the edict of 
Paris in January 1535). Of course such attempts 
proved futile in the long run as discussed at 
greater length in a moment (see also Febvre & 
Martin, 1976). 

Many of these themes can be seen in play in 
the work of Pacioli. For instance, take the famous 
portrait of him painted in 1495 and reproduced 
as Fig. 5. Pacioli, dressed in a friar’s habit, is 
shown instructing the young Duke Guidobaldo 
of Urbino, a noted patron of mathematics. On a 
table are the symbols of mathematics — com- 
passes, a geometrical diagram, an open copy of 
Euclid’s Elementa, and (probably) a printed 
copy of Pacioli’s own mathematical treatise (the 
Summa de Arithmetica, Geometrica, Propor- 
tioni et Proportionalita, first published in 1494 
— see Fig. 1 at the beginning of this paper). 
Drawn on a slate is one of the five perfect solids 
of Plato to which Pacioli points with his baton. 
His other hand indicates to a place in the 


*There are two basic ways the Greeks can be deployed. One is to make an appeal to them for authority. The other is to use 
them to signal a difference. This latter is clearly the more progressive. 
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Elementa. In the upper left part of the painting is 
a rather curious but resplendent crystal 
polyhedron (possibly an icosahedron). This 
hangs almost suspended in mid-air and is the 
true object of Pacioli’s gaze. 

The composition of this painting is revealing. 
Pacioli is a teacher as well as a priest. His mode 
is instructional. The crystal poly(icosa? )hedron 
is symbolic on a number of counts. To begin 
with it represents the eternal truth and clarity of 
mathematics. Pacioli was one of those responsi- 
ble for the upsurge of mathematical thinking in 
the sixteenth century, a good deal of which was 
mystical rather than “scientific” (Rose, 1975). 
For Pacioli and others the Greeks symbolised 
this truth and clarity. But there is another level at 
which the mathematical impedimenta shown in 
the picture work, particularly the hovering 
poly(icosa)hedron. This relates to their reli- 
gious significance. God himself had worked the 
world in a mathematical form. To worship God is 
also to partake of this divine project. 

Hence the hovering poly(icosa)hedron can 
be read as symbolic of God’s work Cif not of God 
himself) and hence worthy of the reverent gaze 
it gets in the picture from God’s disciple on 
Earth. (Pacioli’s other major work, first pub- 
lished in 1509, was entitled De Divina Propor- 
tione — see Fig. 2 at the beginning of this 
paper.?') 

For Pacioli everything was symmetry and 
proportion. “Even rhetoric gains in elegance 
from proper harmony” (“Introduction to the 
Summa’, Taylor, 1942, p. 193). So it is import- 
ant to recognise that Pacioli’s larger project was 
to re-emphasise a belief in order sanctified by 
God. It was not simply to justify the practice of 
commerce as something not antithetical to 
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Christian doctrine (although clearly it was this 
in part). The project was rhetorical, ifin a rather 
grand sense, in as much that Pacioli wasrespond- 
ing to a question or problem posed for religious 
belief more generally. But that question was 
posed outside of the protocols of language in a 
formal sense. It was posed by the nature of 
theological belief and by the institutional 
requirement of the Church. , 

It is interesting to note that strategies of 
argumentation along similar lines to these began 
to emerge from diverse quarters around this 
time. For instance, Letwin (1963) is concerned 
with the types of argument that circulated 
around the formation of economic policy in the 
sixteenth century. This question also involved 
what was to count as evidence in these debates. 
Letwin suggests that the emergent class of mer- 
chants were not in a position to make their own 
point of view count in economic debates at the 
time. In relation to who was to be trusted with 
respect to economic arguments, the social posi- 
tion of the merchants was not of a standing that 
enabled them to invoke either the authority of 
learning or the authority of their position. They 
were thought to argue only for self-interest and 
their own profit. 


Medieval philosophy conventionally identified the mer- 
chant with the sin of covetousness; even the act of pure 
trading, negotium, was considered essentially vicious. 
Though in the sixteenth century, as the moral power of 
religion faded, the social utility of commerce was more 
readily recognised, still merchants were not highly 
esteemed. They could be described as ‘ever utter 
enemies of the weal public’, who cared for enriching 
themselves alone whatever the consequences might be 
for anyone else ... In the presence of this attitude, any 
economic proposal made by a merchant would be consi- 


'Pacioli was not a great mathematician but more a populariser of mathematics. For instance he gets only a passing mention 


in Kline’s monumental history (Kline, 1972, p. 237). 


™ For the source of these none too original remarks about Pacioli see Taylor (1942). Taylor carries part translations of the 
Summa and the Divina, mainly their introductions. Various full translations of that part of the Summa dealing with 
accounting exist. I have used the one contained in Geijsbeek (1914). Morison (1969) provides a translation of that part of 
the Divina dealing with the aesthetic of alphabetical letters and their constructions. 

There is clearly more to this painting that has been elaborated here. Does Pacioli in fact gaze at the poly(icosa Jhedron or 
through it towards an invisible writing of the Truth of which the poly(icosa )hedron is only the visible sign? In addition, it is 
perhaps God and Plato that act as the true double framers for Pacioli’s gaze. (I thank an anonymous referee for suggesting 


these possibilities. ) 
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dered more suspect than if it had been advanced by any- 
one else (Letwin, 1963, p. 87). 


Under these circumstances how could mer- 
chants make their point without being subject to 
suspicion of systematic special pleading? They 
resorted to a number of types of argument. In the 
first place there was the tactic of anonymity. 
Pamphlets were published advocating various 
courses of action without being signed. But this 
was generally thought to be unsatisfactory. 
(Within philosophy at this time, those who 
wished to promote ideas about “evolutionary 
speculation” in opposition to the dominant idea 
of a Grand Design often presented their 
arguments disguised in the form of fiction or 
poetry. One of them was Descartes — see 
Harber, 1972.) Secondly, there was an appeal to 
general justifications about the public and the 
private good coinciding. Some went so far as to 
argue that the particular suggestions being put 
forward actually went against their own private 
interest. But these were still wedded to a kind of 
personal testimony and authority. What evolved 
in response was a system of impersonal ar- 
gumentation in which the form of argument it- 
self began to change. Clear propositions and 
stated premises were laid out and the argument 
clearly and intelligibly developed. The model of 
a taut, deductive system that infers its conclu- 
sions from a set of simple, clear and evident 
truths became common. What this all meant was 
that challengers to the argument were forced to 
demonstrate that the premises were either false 
or imperfect, or that the chain of reasoning was 
faulty, otherwise the conclusions were binding 
and “objective”. Eventually the method of induc- 
tive empiricism (as advocated by Bacon) be- 
came widespread, Letwin suggests. 

At this point we virtually come full circle, back 
to the issue of positivism with which this paper 
opened. One of two further themes need de- 
veloping, however. It was mentioned above that 
Pacioli was a teacher. He held a number of teach- 
ing posts in central Italian universities during his 
life and was a personal tutor to many of the 
wealthy and famous of the time. In connection to 
this we can now raise a more general issue of the 
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relevance of teaching reform to the popularisa- 
tion of Pacioli’s books and in particular of the 
“method of Venice” —- double-entry book-keep- 
ing — that formed a major part of the Summa. 
Here we take up another institutional theme in 
the construction of discourse. 

The scholasticism of the late Middle Ages 
remained under sharp attack during the early 
part of the sixteenth century in the works of 
Peter Ramus. He operates as a key figure in the 
debates about both rhetoric during that period 
and in the context of the contemporary attempt 
to resurrect an interest in rhetoric once again. 
Ramus was above all else interested in pedagogy. 
He was concerned to reform the practices of 
teaching current in the universities of his day 
(Ong, 1974). To this end he developed a formid- 
able battery of textbooks and other writings (not 
all published under his own name) which re- 
mained in circulation and use for over two cen- 
turies in some cases. There were three separate 
but interrelated aspects to this project — 
Ramus’s Dialectic, his Rhetoric, and his Method. 
The Method served to tie the Dialectic and the 
Rbetoric together. While all three are highly 
nuanced in his writings I try only to outline their 
main features here. 

For Ramus dialectic had two aspects; inven- 
tion and judgement. Invention refers to a kind of 
testimony or human opinion that lodges a state- 
ment. This is supplemented by judgement which 
is cultivated by the calm mind and refers to a 
kind of logic. These two features; or dialectic, are 
organised to be capable of creating a conviction. 
They are designed to create a confidence in 
something, or a trust in it. Whilst this is seen as an 
effect of reason in the sense of a means of infer- 
ring a conclusion, it is not a form of reason seen 
as a way of getting at a Truth which is sure, com- 
monsensical and thoroughly scientific in the 
modern meaning of these terms. Thus the logic 
that operates in this schema is not a “scientific 
logic”. Rather it is more a “logic of probability” 
where the debate or discussion generates the 
likelihood, and where the probable has to be suf- 
ficient, if not to decide between alternatives at 
least to result in a practical decision or action. 
Rendered into the concern with teaching, in- 
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vention underlies the art of practice while judge- 
‘ment that of exercise. The resultant art of 
dialecting becomes defined as a doctrine of 
teaching of discoursing well — never mind its 
Truth value. 

Rhetoric is linked closely to dialectic in this 
process but it is also radically separated from it. 
Rhetoric has to do with communicating and 
expressing. It has to do with the voice and the 
audial aspects of creating a persuasive convic- 
tion. But in Ramism, in an important and novel 
way, the specifically and overtly rhetorical as- 
pects of Rhetoric are denied and spirited away. 
Ramism “de-rhetoricises” Rhetoric, so to speak. 
It puts Rhetoric under the shadow of the Dialec- 
tic, so that it is subject to the ordered dialectic of 
invention and judgement. The Ramist drive to- 
wards curriculum simplification and orderliness 
hastened this process of denying the rhetorical 
moment to classroom practice and exercise. The 
textbook order, so crucial to the Ramist 
“method”, came to dominate its particular con- 
ception of rhetoric. This in turn became more of 
a secondary ornamentation to the main intellec- 
tual business of invention and judgement. 

What about the Ramist Method which served 
to tie the other two aspects together? Method 
can be defined quite generally as a series of 
ordered steps gone through to produce with 
certain efficiency a desired effect. Thus it is a 
routine of efficiency in the first instance. Ong 
(1974) suggests that this conception of method 
did not exist in the sixteenth century. Then it 
was seen more as a pursuit or investigation in its 
own right with no necessary objective involving 
the generation of new and absolutely confirmed 
knowledge. Thus it was still set in that tradition 
which emphasised argument and dialogue in an 
open investigatory stance. In addition, method 
was closely associated with curriculum organi- 
sation and pedagogical procedure. It did not 
have that judgemental character associated with 
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the Methodology of today. (See also Gilbert, 
1960.) 

Ramus took up the issue of method very much 
in the tradition of its pedagogical meaning. He 
emphasised orderly arrangement above all else. 
Thus method came to denote the orderly 
arrangement of the topics within discourse.'* A 
“topical logic” was constructed (a form of class 
logic in fact) in which it was of central 
importance where things fell in an ordered and 
hierarchical series of places (which Ramus 
rather confusingly called “arguments”). These 
places included: genus, form, name, notation, 
conjugates, testimonies, contraries, distribu- 
tions and definitions. It is the disposition of these 
divisions, dichotomies, and enunciations, that so 
exercised Ramus’s Method. But he was less than 
systematic in the way in which he was able to 
handle them (at least at the “theoretical” 
level).!? 

Despite this, however (or perhaps because of 
it), in practice Ramus was able to generate a 
highly sophisticated and successful textbook 
style of presentation which was enduring. This 
was at least in part because he was able to pro- 
duce, if not a simple, then at least a clearly 
spatialised documentation of how a discourse 
works. This was his decisive advantage in the 
teaching situation. With this advantage went an 
acceptance, almost unconsciously, of the more 
“theoretical” aspects that lay behind and sup- 
ported the generation of his textbook style, and 
the books he prepared on Dialectic, Rhetoric 
and Method. They embodied their own 
“methodology” in a self-reflexive way within the 
analysis that was offered of the nature of dis- 
course, and this was lodged in the teaching 
books themselves. 

But this was not all. Ramus was able to 
capitalise on a number of general, and some 
would argue momentous, social and technologi- 
cal developments of his time. In particular, this 


\2Topics are the “things” or subject matter of dialectic which came to be known through the places in which they were stored 


in memory. 


134 some cases it was a matter of progression from the definition of the parts of a syllogism to the definition of the parts of 
those parts, and so on down to the ultimate “singulars”, i.e. a progression from “antecedents” to the “consequents”. In others 
it was case of the reverse of this, i.e. the movement from the general to the special; from the “universals” to the “singulars”. 


In still others it was a combination of the two. 
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concerned the development of writing and 
printing. As mentioned above the effect of 
Ramus’s method was to institute a formal 
spatialisation into the representation of dis- 
course. This was associated with a profound 
transformation in the way in which thinking in a 
general sense was beginning to be conducted. 
The development of writing, already alluded to, 
was partly responsible for mobilising this trans- 
formation. Writing creates a space for a kind of 
silent discourse — an internal, contemplative 
type of thought (Clancy, 1979). But in addition 
it is above all else a “visual” form of thought — 
it relies on the visualisation of discourse. In this 
Capacity it is vitally dependent on a spatialisation 
of words and the order of presentation of argu- 
ments. This offered the vital link to the success of 
Ramus’s method, which was highly conscious of 
this aspect of presentation. Two things followed. 
In the first place the Ramist method met the 
growing implication of the development of a 
written culture. Secondly, its subordination of 
dialogue, verbal argument, disputation and so 
on, i.e. of.rhetoric, to the dictates of dialectic 
reasoning also met the requirements of the 
growing internal and contemplative mode of 
thinking. It silenced a robust and public form of 
rhetoric, reducing it to mere communication. 
From now on the work of the intellect went on 
within the dialectic only rather than within a sys- 
tem which included rhetoric and dialectic in a 
complex combination, and where neither was 
given a preference. This “prior” form of thinking 
the nature of thinking, where there had been no 
distinction between rhetoric and dialectic, was 
more suited to an environment in which the 
spoken word formed the content of discourse — 
where personal verbal testimony and listening 
constituted the typical modes in which knowl- 
edge was invented and consolidated. 

In addition, even writing should not be placed 
in quite such a central position as is implied by 
the comments above since this was being trans- 
formed itself during the period in which Ramus 
was working. Indeed it was probably this de- 
velopment that was decisive in the consolida- 
tion of the idea of method pioneered by Ramus. 
With the printing of textbooks, embodying both 
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the relative ease of study via their style of presen- 
tation and the “method” implicit to them, these 
features became duplicable and endurable. 
What is more, printing reinforced the ordering 
and spatialisation of the visual text. It demanded 
a more diagrammatic form of presentation, 
breaking up the text into its constituent parts 
with headings, paragraphs, a tight compact style 
of composition, and so on. The portability of 
such books deepened the individualised, silent 
character of learning and knowledge creation, 
particularly in the humanities (Eisenstein, 1979, 
and below). 

Ramus’s Method can also be seen as a response 
to the problem of man’s “passions”. It was in the 
area of rhetoric that Ramus located the opera- 
tion of the passions. Rhetoric was contrasted to 
the dialectic which, as we have seen, promoted 
invention and judgement. Both of these were 
cultivated by the calm mind. A de-vocalised and 
mechanised rhetoric was thus constructed, 
subjugated in the dialectic to a diagrammatic 
economy, which precisely suppressed the po- 
tential of the rhetorical passions. Clearly it is the 
threat posed by the passions as roused by 
rhetoric in its negative sense that still registers in 
the modern dismissive attitude towards 
rhetoric. 

Can we sum up on Ramus’s Method? It oper- 
ated as a kind of transitional stage in the develop- 
ment of the modernist view of method and 
Methodology. This modernist view — most 
closely associated with the name of Rene 
Descartes — offers a formalised and overtly logi- 
cal attitude towards method, the logic of scien- 
tific demonstration. This was not yet the logic of 
Ramus as embodied in his dialectic. 

But where does this leave the issue of Pacioli? 
My suggestion is that Pacioli connects up 
directly to the issues of pedagogical reform and 
particularly the development of printing that 
were so important to the success of Ramus’s pro- 
ject of rhetorical denial. If we are to account for 
the success of Pacioli in the case of double-entry 
book-keeping, we need look at both the back- 
ground conditions in which he wrote and the 
manner in which he presented his own analyti- 
cal programme. 
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For instance, it is well known that Pacioli did 
not “invent” DEB. As Taylor has noted he specifi- 
cally stated that he was merely writing down the 
system that had been used in Venice for up to 


two hundred years (Taylor, 1956, p. 180).. 


According to Peragallo (1938, pp. 54—55) and 
others, Benedetto Cotrugli actually finished a 
written manuscript containing a presentation of 
double entry in 1458 (Della Mercatura et del 
Mercante perfetto), some forty years before 
Pacioli’s Everything about Arithmetic, 
Geometry and Proportion, but it remained un- 
published. A glance at any of the many books 
documenting the historical development of ac- 
counting in the Middle Ages and early Renais- 
sance also demonstrates that the double-entry 
method was relatively widely deployed, if in an 
elementary form, before Pacioli wrote (e.g. 
Brown, 1905; Peragallo, 1938; Zerbi, 1952; 
Yamey et al., 1963; see also Chatfield, 1974 and 
Sapori, 1970). A typical example of a written 
ledger of the double-entry form is shown as Fig. 
6. This was produced in 1422. An earlier 
example of an account, not of the double-entry 
form, is reproduced in Fig. 7. Both of these are 
particularly tidy examples of their type. 

What marks Pacioli’s treatise was the fact that 
his was the first book on the subject and was the 
first to be printed. This was its decisive advan- 
tage. And it led in turn to a great many imitators. 
Indeed these quickly improved on the original. 
While they more or less copied and duplicated 
Pacioli’s own exposition (Geijsbeek, 1914), 
they added worked examples and illustrated 
with specimen accounts. These were not con- 
tained in the Summa, though it did give some 
guidance on how to handle debit and credit 
ledger entries as shown in Fig. 8. An additional 
first advantage for Pacioli was that he published 
the Summa in the colloquial Italian rather than 
in the more usual Latin. Combined with a defi- 
nite touch for the common euphemism 
(Geijsbeek, 1914, p. 27), this secured Pacioli a 
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readership that did not seem to have been taped 
before. 

Hugh Oldcastle’s Profitable Treatyce and Jan 
Ympyn’s A Notable and Very ExcellenteWoorke, 
both published in 1543, and the first English and 
Dutch treatments of DEB respectively, were 
near enough exact duplications of Pacioli’s 
Summa. Ympyn’s book was translated into 
English in 1547. Oldcastle’s book seems to have 
been lost and the earliest existing systematic En- 
glish treatment is to be found in John Mellis’s A 
Briefe Instruction published in 1588. This is also 
heavily dependent upon Pacioli and Ympyn, and 
it contains specimen accounts, 

All of these early books, and many later ones, 
were written in an instructional style. They were 
meant to act as textbooks. Some even took up a 
“Socratic method” of dialogue in the written 
form in which the more knowing and more hum- 
ble man questions about accounting while the 
less knowing learns by formulating his answers 
(e.g. Richard Dafforne The Merchants’ Mirrour, 
1660 — see Geijsbeek, 1914, pp. 140-181).'4 
The impact of these kinds of books qua 
printed books was thus largely confined to 
academic circles, at least in the first instance. 
Only gradually did they begin to have an added 
impact on those merchants not already familiar 
with rudimentary accounting procedures of the 
double-entry type. 

Pacioli’s own books were mainly about 
mathematics. The Summa contained five parts: 
arithemtic and alegbra; their use in trade reckon- 
ing; book-keeping; money and exchange; pure 
and especially applied geometry. Printing lent 
itself readily to mathematical and geometrical 
exposition. Indeed it was indispensible to it. This 
was also the case with accounting. According to 
Eisenstein (1979), printing changed the whole 
way in which culture was henceforth generated 
and understood.’? To begin with, it stimulated 
an interest in the past rather than the future. It 
led to a fascination with ancient wisdom and to 


4Ong (1974, p. 43) notes that such a “Socratic dialogue” had no place in Ramist theory or practice. Clearly it still represented 
a rhetorical form that Ramus was at pains to eliminate from his particular textbook style. 

15A popular treatment of Eisenstein’s thesis can be found in Eisenstein (1983). See also Chaytor (1945). Hirst & Woolley 
(1982, pp. 26—43) discuss many of these themes in an accessible manner. 
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Fig. 7.A “non-double-entry” form of account (portion of the account of the royal wardrobe, 1299-1300). 
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Fig. 8. Page from Pacioli’s Summa dealing with ledger entries. 
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a recovery of what had been known rather than 
a discovery of the new. Instead of the single- 
minded focus on a single book, it opened up the 
possibility of a wide focus on a range of books. A 
manuscript culture kept books “hidden” and sin- 
gular because of their rarity and frailty. Printing 
undermined this and brought into focus a set of 
often conflicting interpretations contained in 
many manuscripts and books that could be asses- 
sed together. The diversity of manuscripts on 
accounting, for instance, with all their local vari- 
ation were brought together by people like 
Pacioli to study before a printed exposition of 
their general rules and orders could be under- 
taken. Others did the same, often eventually 
reaching different interpretations and conclu- 
sions about these rules and orders. Pacioli’s 
reputation as expositor of DEB spread quickly in 
the first half of the sixteenth century as his 
printed text was re-worked and translated into 
all the major European languages. 

It is the importance of printing for the idea of 
an ordered and rule-governed uniformity in the 
presentation of mathematical, geometrical or 
especially accounting material that largely 
explains why Pacioli is still recognised as the 
“father” of DEB. He paid particular attention to 
methodological exactness and the mastery of 
detail. Clearly this type of account, at least in 
part, met the requirements of a growing com- 
mercial culture. But the fact that it did not penet- 
rate into all capitalist organisations for some four 
hundred years or more should make us wary of 
attributing too much to this.! What was crucial 
for its growing popularity was that it suited the 
printed form in which it became embodied. Ong 
(1971) and Eisenstein (1979) have argued that 
the Ramist method outlined above takes an 
itemised approach to discourse highly reminis- 
cent of the printing process itself. Pacioli’s 
method did much the same thing; it imposed 
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organisation on a subject by imagining it as made 
up of parts fixed in space. 

This was particularly true of the idea of 
balance, so crucial to the development of DEB as 
noted above. Genuine double-entry did emerge 
in a paragraph form but it was the tabula, bilat- 
eral form that soon dominated, greatly facilitat- 
ing the summation of items and their alignment. 
A book could then be easily closed, with assets 
appearing on one side and liabilities plus own- 
ers’ equity on the other. With its printed exposi- 
tion the double-entry method became the stand- 
ard against which other methods were measured 
and found wanting. Without such a technology 
the full impact of the method could never have 
been realised, since it relied on a careful align- 
ment and spacing of the entries, text and figures 
which could only be properly reproduced and 
widely understood in a printed form. We have 
already seen something of this with Fig. 8 show- 
ing the printed way debit and credit items were 
handled in the Summa. Figures 9 and 10 
reinforce this. Figure 9 demonstrates the way 
Pacioli handled the categorisation of the in- 
tricacies of proportions and their organisation. 
Quantified and spatialised tableau of this charac- 
ter became a way of thinking after the invention 
of printing made them durable and easily duplic- 
able. Figure 10 shows the difference between a 
handwritten page of the Summa and its printed 
form. Again the tidyness and spatialised nature of 
the latter make it much easier to read and there- 
fore comprehend. 

The pagination of a printed presentation 
helped further to reinforce the almost stark 
spatialisation and non-précisability of the 
financial picture that DEB constructed of the 
enterprise. Printing helped consolidate a 
deliberative, diagrammatic, silent, private and 
calculative mode of thinking. In this way it 
helped “turn” the analytical mind. It stimulated 


16 The obstacles to the rapid universalisation of DEB are interestingly discussed in Hoskin & Macve (1986). One of the 
ways of developing the implications of Pacioli’s project would be to set it in the context of the notion of a “governabie 
subject”. Thus DEB is part of that condition which creates a commercial entity separate from those who either own it, manage it, 
or work in it. The notion is developed in Miller & O'Leary (1987). Note, though, how my formulation treats the enterprise 
as an entity rather than a subject. For a discussion of the implications of this difference see Thompson (1986), Chapter 7. 
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Fig. 10. Page from the Summa: handwritten and printed (a facsimile of Pacioli’s handwriting. The original is to be found in | 
“Manuscript No. 3129 in the Vatican Library. To the right is the same passage in print). 
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that calculative approach so typical of commer- 
cial practice.’’ It did not just “represent” it. The 
very mechanism of keeping a record of account 
in this manner located that turn of mind in a 
practical manifestation. Of course this did not 
happen overnight, immediately after the 
Summa was first published. Accounts were still 
kept and presented by firms in a handwritten, 
form until well into the present century in many 
cases. Figure 11 (a, b) shows one such rather 
neatly presented instance for the “Darien” Com- 
pany at the turn of the seventeenth century. 
Rather, what printed instructional textbooks on 
accounting like that produced by Pacioli did was 
to familiarise and popularise the method 
amongst a widening range of commerical estab- 
lishments. This was done initially at the behest of 
experts rather than actual book-keepers who did 
not prepare books on DEB in its early stages of 
development. Accounts could still be kept in a 
handwritten form, as indeed they were, with a 
good deal of the calculations conducted in the 
head, but the printed orderliness, repetition and 
durability “directed” the account formulation 
and presentation process in a particular way. 


CONCLUSIONS 


This paper began with an assessment of the 
project in accounting to refocus the problematic 
nature of discursive investigation and adjudica- 
tion in terms of rhetoric, the “model of language” 
and a narrativisation of textual persuasion. The 
argument has been that while this is not without 
its interest or without positive and useful results, 
it is not robust enough to cope with even the 
sharp differences of intellectual life let alone 
those of political life. The rationality of argument 
can easily break down. Polite conversations can 
become strained. Often the construction of in- 
tellectual advance along the lines of the out- 
come of civilised conversation is actually an ex- 
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post rationalisation or reconstruction of the 
event. What is more, there may be significant in- 
tellectual advance when people just go away and 
ignore each other; when there is no conversa- 
tion, and a “dialogue of the deaf” pertains. 
One of the main problems with rhetoric 
remains who sets the questions, or where they 
are set. In responding to this the protocols of lan- 
guage are just not sufficient. The argument has 
been that we need to look to the institutional 
moment in the construction of the discursive for 
help. In the case of accounting and Luca Pacioli 
discussed here, this involved a look at the three 
institutional mechanisms which articulated the 
“birth” of the double-entry method in the fif- 
teenth and sixteenth centuries: the Church; the 
educational apparatus; and the printing/publish- 
ing regime at the time. Pacioli was writing at the 
peak in the power and security of the Church. 
The manner in which he presented double-entry 
book-keeping reflected that power and security 
-— in the above analysis indicated by the remarks 
on the painting of him by Jacopo Barbari (Fig. 5 ). 
But there is a curious way in which the more in- 
tensely an institution celebrates the certainty of 
its position, the more it reveals its underlying un- 
ease. The storm clouds for the Church were 
gathering even in the late fifteenth century, 
though they did not break until twenty years 
later when Luther began publishing his attacks 
on religious orthodoxy. The growing “crisis” in 
the institution of the Church presents one set of 
contours in which we must view Pacioli’s par- 
ticular rhetorical formation and delivery, and 
thus the manner in which he presented DEB. 
But this was not the only important influence 
on the formation and delivery of DEB. The 
manner of its delivery and reception was also in- 
fluenced by the pedagogical debates and refor- 
mulation of teaching practices at the time. Here 
I have concentrated upon the role of Ramism as 
an exemplary example of these changes, indicat- 
ing what they implied for the presentation of dis- 


17 A different example of the importance of the early development of printing concerns the emergence of actuarial practice. 
This relied heavily upon the ordering embodied in printing and was of central importance to the twin developments of the 
insurance market alongside the statistical skills needed to operate it effectively. Again, this embodied a calculative turn of 
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Fig. 11(b). Written double-entry book. (Page of journal of “Darien” Company, 1701 (size of original 173 inches by 127/s 
inches). In the Advocates’ Library, Edinburgh.) 
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courses like DEB. Ramus was writing in a period 
when Pacioli’s text was being popularised as a 
teaching text by Oldcastle, Ympyn,.Dafforne and 
others, as they copied, refined and published 
their own versions. 

This leads to my final institutional context in 
which the emergence of DEB needs to be consi- 
dered. I have argued the “printerly” character of 
DEB was decisive in securing its place against 
rival systems. It met the implications of a “prin- 
terly culture”, the characteristics of which were 
themselves also emerging at the time through 
the invention of printing and publication of 
printed books. This again secured Pacioli a cen- 
tral place in the history of DEB as the author of 
the first printed exposition of the method. 

When one adds these elements together, and 
introduces the final institutional site of commer- 
cial and banking changes that many others have 
analysed, into the picture, a “governable entity” 
(as I would prefer to term it — see footnote 16) 
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— the firm, as distinct from its owners, prop- 
rietors, managers, workers, or what have you — 
became possible and eventually established. 

Finally to return to the question posed at the 
very beginning — “Is accounting rhetorical?” — 
we must respond with an answer “yes”, but a 
qualified yes. It is yes in as much that accounting 
is arguing and persuading like any other 
discourse. The qualification is raised because, of 
itself, this answer is not terribly useful. It has 
been suggested that the terms of a rhetoric are 
extra-discursive or linguistic. They are institu- 
tionally set and the specification of that institu- 
tional matrix, its form and consequences, re- 
mains the critical analytical problem. What is 
said, how it is said, and why it is said (as I under- 
stand it, rhetoric), while clearly an effect of lan- 
guage, needs to be “placed” in its contingent in- 
stitutional context before the “reasons” for all of 
this can be properly identified. 
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LINKING QUALITY STRATEGY WITH MANAGEMENT CONTROL SYSTEMS: \ 


EMPIRICAL EVIDENCE FROM JAPANESE INDUSTRY* 


SHIRLEY J. DANIEL 
and 


WOLF D. REITSPERGER 
Pacific Asian Management Institute, University of Hawaii 


Abstract 


Normative theory suggests that management control systems should be designed to complement 
management’s objectives and strategies. Few empirical studies, however, have focused on how 
management control systems have been modified to complement new manufacturing techniques, such as 
total quality control and zero defect strategies. This study relates quality strategies with the management 
control information provided for quality in 26 Japanese automotive and consumer electronics firms. 
Quality strategy was measured by a set of eight attitude questions addressing whether the managers 
‘adhered to a traditional economic conference level (ECL) quality management strategy or a “zero defect” 
quality management strategy. The relationship of quality strategy to the type and frequency of quality goal 
. and feedback information was then measured. The results indicate that the management control systems 
supporting a zero defect quality strategy are more likely to include regular goal-setting and more frequent 
feedback relating to quality than those supporting an ECL quality strategy. Widespread use of quality cost 
targets and feedback is also related to a zero defect strategy. The results provide empirical evidence to 
support the normative argument that Japanese companies following a zero defect quality strategy have 
modified their management control systems to encourage the continuous quality improvements that are 


key to this strategy. 


One of the primary purposes of management ac- 
counting is to provide information to manage- 
ment for planning, control and decision making. 
Horngren (1972, p. 8) states that “as a major pro-, 
vider of information for management decisions, 
the cost [management] accountant must focus 
on the decision-making process to determine 
what data are needed at various management 
levels.” This normative view implies that man- 
agement control systems can and should be 
modified to complement strategy and the 
related strategic objectives and goals. In line 


with such a perspective, the strategic manage- 
ment literature advocates the establishment of 
some system of strategic controls to monitor 
strategic progress and ensure the implementa- 
tion of strategic plans (see, for example, Govin- 
darajan & Gupta, 1985; Hrebiniak & Joyce, 1984, 
Lorange, 1982; Lorange et al., 1986). 

Goold & Quinn (1990, p. 43) describe a 
strategic management control system as: 


the process which allows senior management to deter- 
mine whether a business unit is performing satisfactorily, 


* We would like to acknowledge all the Japanese managers who participated in this study. We are especially grateful to 
Mr Yuichi Kurita of Fujitsu Ltd, Mr Isao Noishiki and Mr Mitsuroh Matsumoto of Matsushita Electric Industrial Co., Ltd. 
and Mr Kazuyuki Okunuki of Akiyama Aiseikan Co., Ltd whose extensive help and gracious hospitality were invaluable 


during our factory visits in Japan. 
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ment to see that it continues to do so. It therefore nor- 


/ and which provides motivation for business unit manage- 


j 


mally involves the agreement of objectives for the busi- 
ness between different levels of management; monitor- 
ing of performance against these objectives; and feed- 
back on results achieved, together with incentives and 
sanctions for business management. 


This view emphasizes the development of ob- 
jectives as a prerequisite of the system, with im- 
plementation of specific goal and feedback sys- 
tems following to complement the objectives. A 
similar view of management control was taken 
by Birnberg & Snodgrass (1988, p. 447). 


A management control system is a mechanism designed 
to limit the decision space of individuals within an or- 
ganization so as to affect their behavior. its purpose is to 
coordinate the decisions which they make so as to in- 
crease the probability of achieving the organization’s 
goals. A control system performs its function by control- 
ling the flow of information, establishing criteria for 
evaluation and designing appropriate rewards and 
punishments. 


While the normative view assumes that 
management control systems should comple- 
ment strategy, only a few empirical studies 
have focused on the link between strategy 
and management control systems. The research 
that has been carried out suggests that, in 
practice, few companies identify or build 
strategic controls into their systems (see Goold 
& Quinn, 1990). 

‘Indeed recently, traditional management ac- 
counting practices have been criticized as being 
inadequate to meet the needs of ‘modern man- 
ufacturing (Kaplan, 1983, 1984; Howell & 
Soucy, 1987). The periodicity of accounting sys- 
tems has been blamed for thwarting a much 
needed long-term focus on the part of manage- 
ment (Hayes & Abernathy, 1980), and tradi- 
tional cost accounting systems have been 
criticized for not promoting quality improve- 
ment and manufacturing flexibility (Kaplan, 
1983 ). The primary impetus of this criticism has 
been the loss of competitiveness of U.S. manufac- 
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turing compared with that of Japan, especially 
in the automotive and consumer electronics in- 
dustries. However, few empirical studies have 
addressed management accounting practices in 
Japan (Daley et al, 1985; Sato et al, 1982) or 
have tried to link management accounting prac- 
tices to manufacturing strategy. Little informa- 
tion is available about whether Japanese man- 
ufacturers, who have successfully penetrated 
world markets, have implemented strategic 
management control systems to support their 
widely publicized innovative manufacturing 
strategies. 

There is some indication that Japanese com- 
panies do-modify their management control sys- 
tems to complement manufacturing strategy. 
Hiromoto (1988) provided several anecdotes 
of how Japanese manufacturers used man- 
agement accounting to integrate the innovative 
efforts of employees with the company’s long- 
term strategies and goals. More empirical re- 
search on Japanese management control sys- 
tems and accounting feedback may therefore 
provide a more complete understanding of the 
link between Japanese manufacturing strategy 
and management control. Furthermore, re- 
search about the relationships between man- 
ufacturing strategies and the related manage- 
ment control systems implemented in success- 


: ful Japanese industries may provide insight into 


how innovative manufacturing strategies can be 
operationalized. 


This study provides empirical evidence about 
quality strategies in Japan and the relationship 
between these quality strategies and the man- 
agement control systems implemented to sup- 
port quality improvements. It focuses on the 
Japanese high volume repetitive manufacturing 
industries that have successfully penetrated the 
world market: automotive and consumer elec- 
tronics. The next section of the paper discusses 
alternative quality strategies and the manage- 
ment control systems needed to support these 
strategies along with the research hypotheses 
tested. Then the research study is described 
and the results presented. The last section pro- 
vides a discussion of the implications of the 
results. 


QUALITY STRATEGY AND CONTROL SYSTEMS 


THEORETICAL BACKGROUND AND 
HYPOTHESES 


Quality strategy 

Strategy denotes actions or patterns of actions 
intended for the attainment of goals. Manufac- 
turing strategy is part of the widely accepted 
hierarchy of strategy suggested by Hofer (1975) 
and Hofer & Schendel (1978). This hierarchical 
view visualizes at least three levels of strategies: 
corporate strategy, business unit strategy and 
functional strategy. Manufacturing strategy is 
part of the functional area strategies, such as 
marketing strategy, financial strategy, etc., 
which complement higher level business and 
corporate strategies. 

While manufacturing strategy theory is only 
now evolving, its major components have been 
identified by operations management writers, 
such as Skinner (1969, 1978), Wheelwright 
(1978, 1984), Miller (1981), Buffa (1984) and 
Hayes & Wheelwright (1984). The manufactur- 
ing literature has identified four dimensions of 
manufacturing strategy: cost, quality, flexibility 
and dependability (Buffa, 1984; Wheelwright, 
1984). Each of these competitive dimensions is 
the result of a number of contributing variables, 
such as economies of scale, economies of scope, 
learning, inventory policies, capacity planning, 
etc. (Swamidass & Newell, 1987). 

A strategic focus on quality has been widely 
accepted as a cornerstone of manufacturing 
strategy in the Japanese automotive and con- 
sumer electronics industries (Wheelwright, 
1981; Burnham, 1985; Feigenbaum, 1986; 
Reitsperger, 1986). It has been suggested that 
such a focus and its continuous improvement is 
likely to result in cost and productivity improve- 
ments (e.g. Feigenbaum, 1986, p. 29; Schon- 
berger, 1982; Wheelwright, 1981) and an im- 
proved product appeal in a market with a keen 
quality awareness (Barksdale et al, 1982; Schon- 
berger, 1982, p. 82), thus facilitating the build- 
ing and maintenance of a competitive position. 

Traditionally, Western quality control practices 
in manufacturing have been guided by the 
economic conformance level (ECL) model 
(Lundvali & Juran, 1974; Chase & Acquilano, 
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1981). This model proposes a cost minimizing 
quality level which is achieved by balancing 
prevention and appraisal costs against internal, 
and external failure costs. Theoretically, the > 
optimal economic conformance level, the pro- 
portion of non-defective products at which 
total costs are minimized, is the point at which 
marginal prevention and appraisal costs equal 
marginal failure costs. According to the model, 
the economic conformance level would never 
occur at a zero defect level (see Fig. 1). 












c(a) + ¢,(Q) = 
Total Quality Cost 


i 
i 
i 
i 
8 | 
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appraisal i 
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prevention l C,(Q) = 
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i 
ì 
0 
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Conformance 
(q= proportion of nondefectives}) 


Fig. 1. The economic conformation level model. 


This model deviates from more recent quality 
control practices applied by Japanese manufac- 
turers that prescribe zero defects as the optimal 
conformance level (Crosby, 1979; Deming, 
1982). These newer models of strategic quality 
management propose that increasing confor- 
mance is always less costly per unit of good out- 
put, up to and including a zero defect level. Prop- 
onents of this model point to evidence that a var- 
iety of Japanese manufacturers have achieved 
both higher quality and lower costs than their 
American competitors by applying a quality 
strategy of continuous improvement with a goal 
of zero defects (Garvin, 1988, 1983; Abernathy 
et al, 1981; Hayes & Clark, 1985). Hayes 
& Clark (1985, p. 9), for example, observe 
that many “élite Japanese companies” have 
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reduced reject levels from 1000 to 100 parts 
per million and at the same time achieved 
‘reductions in unit cost. They suggest that this is 
_ significantly below conformance levels thought 
to be economically feasible in the U.S. 

The operational aspects of the ECL and the 
zero defect quality strategies are very different 
since they assume different behavior patterns for 
manufacturing costs. The ECL model assumes 
that smooth continuous production runs are the 
most cost effective, thus discouraging line stops 
and placing the responsibility for quality in the 
hands of staff specialists, allowing assembly line 
personnel to focus on meeting production 
quotas. The focus is on static optimization, by 
minimizing the manufacturing costs associated 
with quality prevention and failure. 

Conversely, the zero defect strategy does not 
assume a tradeoff between improved quality 
and cost. Assembly line personnel are placed in 
control of quality and workers are encouraged 
to stop the assembly line rather than allow any 
defective unit to pass to the next station. The 
focus is on preventing defects, with smooth con- 
tinuous production a secondary goal after qual- 
ity is achieved. 


Management conirol systems to support 
quality strategy 

To be effectively implemented, management’s 
strategic plan must be integrated with opera- 
tional planning and control mechanisms. 


The operational plan should be completely consistent 
with and in the context of the strategies involved. The con- 
trol activities should be related directly to this opera- 
tional plan. Thus, the day-to-day managing of the business 
relates back to the strategic plan. Indeed, unless this 
coupling exists, the strategic plan will become irrelevant 
with time (Gage, 1982). 


Since the ECL and zero defect quality strategies 
require different behavior from operating per- 
sonnel and assume different relationships bet- 
ween quality costs and total manufacturing 
costs, different management control systems are 


needed to support their implementation. 
Traditional cost accounting practices have 


supported the application of the ECL strategy 
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through the use of standards for labor, material 
and overhead costs that include the amount of 
scrap material and added labor and equipment 
needed to produce at the cost minimizing opti- 
mal defect level. Once such standards are estab- 
lished, the costs of excessive internal failure are 
indirectly measured through variances, while 
prevention and appraisal costs are more likely to 
be budgeted and allocated as part of overhead. 
Detailed information to monitor the elements of 
quality cost is not generally available in tradi- 
tional standard cost reports, reflecting the static 
nature of the optimal ECL model. Since the 
standards are considered optimal, there is no 
focus on continuous improvement. 

Quality reporting systems detailing budgeted 
and actual figures for prevention, appraisal, in- 
ternal failure and external failure costs are now 
being advocated by some researchers (Morse et 
al, 1987; Howell & Soucy, 1987). The propo- 
nents of these new quality cost reporting sys- 
tems suggest that they might be helpful to man- 
agement in achieving a balance between the sum 
of prevention and appraisal costs and the sum of 
failure costs. While providing more information, 
these proposals still imply an adherence to the 
traditional quality—cost tradeoffs between pre- 
vention and failure in the ECL model. 

The zero defect strategy, however, does not 
accept an optimal cost tradeoff between preven- 
tion and failure costs. Research has shown that 
the indirect costs of poor quality are several 
times the direct measured costs of scrap, rework 
and warranty (Rehder & Ralston, 1984, p. 25). 
There is evidence that there is a keen under- 
standing of this quality—cost relationship in 
Japanese firms. A quality reporting system which 
implies an acceptable tradeoff between various 
quality costs measured in the short term would 
be unacceptable to zero defect advocates who 
believe that increased attention to the preven- 
tion of defects will, in the long run, always lead 
to a decrease in total costs. Therefore, periodi- 
cally quantifying cost figures for quality would 
be an unnecessary and possibly even misleading 
exercise. 

The management control system to support a 
zero defect strategy would more likely focus on 
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continuously reducing the number of defective 
units. A significant amount of research has 
shown that one of the most effective manage- 
ment control techniques for achieving im- 
proved performance is to provide specific, chal- 
lenging goals and feedback to individuals (Locke 
et al, 1981). Therefore, a zero defect manage- 
ment control system focusing on quality im- 
provement should provide frequent goal-setting 
and feedback to all assembly personnel, since 
the responsibility for quality rests with those 
who make the products. 

Zero defect advocates suggest that striving for 
perfect quality should be a strategic priority at 
all management levels, even top management, 
and since higher quality always results in lower 
costs, no level of management need be con- 
cerned with the periodic quantification of costs 
for operational purposes. Rather, all managers 
should receive unit information about quality to 
encourage continuous improvement toward a 
zero defect level. As in the traditional cost ac- 
counting system, separate accumulation of 
appraisal and prevention costs may not be con- 
sidered necessary. Since the focus is on continu- 
ous improvement, keeping prevention and ap- 
praisal costs low would not be of primary impor- 
tance. Rather, the incidence of internal failure 
measured in units would be closely monitored, 
new goals set, and feedback provided to encour- 
age improvement. 

To summarize, manufacturers adhering to a 
zero defect quality strategy would be expected 
to implement management control systems 
which provide more goal-setting information 
about quality to their production personnel than 
manufacturers adhering to traditional ECL qual- 
ity strategies. Continuous quality improvement 
is a strategic priority in a zero defect environ- 
ment, and the provision of quality goals to all 
levels of management will emphasize the impor- 
tance of quality improvement in achieving the 
company’s strategies objectives. This link bet- 
ween goal-setting and quality strategy is for- 
malized in the following hypothesis: 

Hypothesis 1. The management control sys- 


tem supporting a zero defect quality strategy is 
_ more likely to include the provision of quality 





{ 
goals to production personnel than the manage; 
ment control system for an ECL strategy. 

Similarly, the management control systems\ 
implemented to support a zero defect quality \ 
strategy should provide more frequent feedback 
about quality to production personnel than a 
system supporting an ECL quality strategy. And 
since assembly line personnel are responsible 
for quality and considered to be the quality ex- 
perts, this information must be widely dissemi- 
nated to focus the attention of all production 
personnel to continuously improve quality 
levels. Thus, 


Hypothesis 2. The management control sys- 
tem supporting a zero defect strategy will pro- 
vide more frequent quality feedback than the 
system supporting an ECL strategy. 7 


Furthermore, combining specific goals with 
frequent feedback has been proven to be an 
effective way to improve performance (Locke et 
al, 1981). Therefore, manufacturers focusing 
on continuous quality improvement should im- 
plement a management control system which 
combines specific goal-setting and frequent 
feedback about quality to manufacturing person- 
nel. Thus, 


Hypothesis 3. The management control sys- 
tem supporting a zero defect strategy is more 
likely to include combined goal-setting and feed- 
back for quality than the system supporting an 
ECL strategy. 


Finally, the management control systems sup- 
porting zero defect quality strategies are more 
likely to provide unit information rather than 
cost information for quality goals and feedback 
to production personnel. This would reflect the 
acceptance of the “quality is free” philosophy 
proposed in the literature. If quality is free, a re- 
duction in rejects will always result in an overall 
cost reduction in the long run. The provision of 
short-term quality cost information to operating 
personnel is, therefore, inconsistent with this 
philosophy. Thus, 


Hypothesis 4. The management control sys- 
tem supporting a zero defect strategy is more 
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likely to focus on unit rather than cost informa- 
tion for quality. 
} 


RESEARCH METHOD AND SAMPLE 
DESCRIPTION 


Sample selection 

‘Companies were selected from the first and 
second sections of the Tokyo, Osaka and 
Nagoya stock exchanges, on the basis of the 
description of their operations and product 
lines. 

A packet of 20 questionnaires was mailed to 
each company with a cover letter explaining the 
study and requesting that the questionnaires be 
distributed to various levels of manufacturing 
managers. Manufacturing managers were de- 
fined as foremen, section managers, department 
heads and production managers. Top managers 
such as factory managers, company presidents 
and vice-presidents were also included in the 
survey. A total of 459 responses from 26 
Japanese consumer electronics and automotive 
manufacturers were received. 


Factory interviews 

Plant tours and interviews of manufacturing 
managers were conducted at several factories in 
the Tokyo, Osaka and Sapporo areas, and factory 
cost accountants were also interviewed to pro- 
vide the on-site experience necessary for proper 
interpretation of the data. 


Instrument and measures 

The questionnaire was designed with two sec- 
tions. The first gathered information concerning 
quality strategies and the second addressed the 
quality goals and feedback information provided 
by the management control system. 


Quality strategy. The quality strategies of the 
participants were measured by their agreement 
or disagreement with eight statements relating 
to the quality—cost tradeoff issue and the respon- 
sibility for quality. These two issues describe the 
essence of the differences between the zero de- 
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fect quality strategy and the traditional ECL qual- 
ity strategy. The implementation of policies con- 
cerning these two issues measures the com- 
pany’s commitment to either strategy. The ques- 
tionnaire was designed such that agreement 
with each statement, indicated by a lower score, 
reflects adherence to an ECL strategy, while dis- 
agreement, indicated by a higher score, reflects 
adherence to a zero defect strategy. The ques- 
tions are listed in Table 1 along with the mean, 
median and standard deviation of the responses. 


Management control systems. The manage- 
ment control portion of the questionnaire 
focused on goal-setting and feedback for rejects, 
rework, scrap and downtime. Rejects, rework, 
and scrap were chosen because, as internal fail- 
ure measures, they should be readily available 
and understood by both assembly line workers 
and upper management. These measures would 
also be more likely to be elements of a quality 
management control system for both an ECL 
quality strategy or a zero defect quality strategy. 

Downtime was included since the concept of 
stopping the line to prevent defects versus striv- 
ing for smooth continuous improvement 
epitomizes the difference between the zero de- 
fect and the ECL quality models. In a zero defect 
quality strategy, line stops are preferred to pro- 
ducing defective products. In the early stages of 
such a quality improvement program, excessive 
downtime may be experienced as previously un- 
known sources of quality problems are disco- 
vered. But as quality conformance improves, 
downtime should decrease. Therefore, 
downtime provides a measure of progress to- 
ward a zero defect manufacturing environment. 

For each quality item, respondents were asked 
to indicate whether they receive target figures 
(goals) on a regular basis. They were then asked 
to indicate how often actual performance figures 
for each quality feedback item were provided to 
them by checking one or more of six frequency 
categories: more than once daily, daily, weekly, 
monthly, less often, or never. Each quality con- 
trol information item was listed in unit and 
monetary terms to test the use of cost as well as 
unit information in quality reporting. 
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TABLE 1. Quality management strategy 


Variables 


QUALCOST 

Reducing defective goods in customer deliveries means 
higher cost 

RESPQUAL 

The key responsibility for maintaining quality standards 
should rest with the quality assurance department or 
other specialized staff groups 

USE AQL 

Operating on the basis of AQLs (acceptable quality 
level system) is the best way to assure that the 
customer gets what he wants 


YIELD FOCUS 

We should concentrate on yields (ratio ofacceptable 
products to total products produced) rather than 

on defective products produced 


NO LINESTOP 

When facing a quality problem on the line, line speed 
should be maintained at a fixed rate, and the quality 
problem should be corrected by specialized repair 
personnel at the next stage of production 

TAKEOVER 

The complexity and multitude of factors affecting 
quality performance justifies an occasional “takeover” 
of troubled operations by highly qualified staff 

rescue teams 


ACCEPT OFF-QUAL 

The threat and cost ofa line stoppage justifies an 
occasional acceptance ofslightly “off quality components” 
from suppliers 

DELIVER OFF-QUAL 

The delivery deadline of an important customer 

should be met to “save” an order despite being 

slightly below specifications 


N 


457 


457 


442, 


453 


455 


455 


458 


459 


Mean* Median 
3.59 4.0 
3.91 4.0 
3.07 3.0 
3.89 4.0 
3.77 4.0 
2.31 2.0 
4.63 5.0 
3.75 4.6 


a erm 
em Ny A a tr ne, 
an: crn tn gear nat 
A a rr ve 


Standard 
deviation 


1.045 


1.014 


1.009 


1.135 


1.137 


1.109 


.705 


1.027 


‘ 
4 
i 
\ 
l 





*1 X strongly agree; 5 X strongly disagree. 


The questionnaire was developed in the 
English language then translated into the 
Japanese language by a translator familiar with 
both the language and the research area. A back 
translation into English language was performed 
to ensure the accuracy of the translation. Com- 
parison of the original English version and the 
back translation revealed no significant differ- 
ences. The instrument was then reviewed for 


clarity by two English speaking Japanese mana- 
gers before it was used. 


RESULTS 


Management level differences 
The first stage of the analysis involved testing 
for management level differences in either qual- 


i 
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ity attitudes or the dissemination of quality man- 

agement control information to determine 
‘whether management level should be control- 
. led in the remaining analysis. It has been highly 
publicized that top management in Japan views 
manufacturing to be of strategic importance 
(e.g. Wheelwright, 1981). It has also been 
widely publicized that the lifetime employment 
system and focus on group belonging and con- 
sensus have resulted in a homogeneous work 
force in Japan (England, 1978; Smith, 1983). 
Therefore, we would expect few differences in 
the attitudes of upper and lower managers con- 
cerning quality and we would also expect the 
wide dissemination of quality control informa- 
tion to all management levels. Table 2 shows the 
results of the rank analysis of variance tests used 
to identify significant differences between man- 
agement levels, and the Duncan’s groupings for 
the variables for which significant management 
level differences were found. 


Overall, management level does not seem 
to have a significant impact on quality strate- 
gies, goal-setting or the frequency of quality 
feedback. Only one of the eight quality strategy 


questions showed significant differences bet- ` 


ween the attitudes of managers at different 
levels. Upper management more strongly disag- 
` reed with the use of AQLs (acceptable quality 
Jevels} to manage quality than lower manage- 
ment levels. This may reflect the ability of top 
management to be more philosophical about 
quality than lower level management who must 
operationalize upper management’s mandates. 
The only significant differences between man- 
agement levels in the provision of goals or actual 
feedback were in the provision of unit and cost 
information about scrap. It appears goal-setting 
and feedback for scrap more often involve upper 
management than lower management. This is 
consistent with the idea that lower level mana- 
gers should be concerned with the prevention of 
defective units rather than with scrap units that 
have already been made. Overall, however, the 
lack of significant differences between manage- 
ment levels generally supports the notion that 
Japanese manufacturing strategy is conveyed to 
and understood by all levels of management and 
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that management control information is widely 
disseminated. Therefore, no control for manage- 
ment level was considered necessary in the re- 
maining statistical procedures applied to test the 
propositions. 


Quality strategy 

The popular literature about Japanese quality 
management has implied that, in general, 
Japanese managers strongly adhere to zero de- 
fect quality strategies (Schonberger, 1982; 
Hayes, 1981). However, our results indicate that 
many Japanese managers adhere to traditional 
ECL quality strategies or are undecided about 
which of the two methods is best. The mean for 
several of the quality strategy questions is rela- 
tively near the midpoint between agreement 
and disagreement (see Table 1). It appears that 
the only issue about which the Japanese mana- 
gers ate particularly adamant is not accepting 
substandard components into their production 
process. On the other issues, particularly the use 


of AQLs to control quality, there is considerable 


indecision and lack of consensus among the 
respondents. 

A zero defect strategy assumes that the 
responsibility for quality rests with assembly 
line personnel. On one question relating to the 
responsibility for quality (TAKEOVER), however, 
the mean and median answers are contrary to 
what were expected, indicating that the 
Japanese managers agree with the occasional 
takeover by specialists. One explanation for this 
finding is that recurring problems may be 
treated differently than emerging special prob- 
lems. If a company has lowered its defect levels 
below 100 parts per million, as some Japanese 
manufacturers are said to have done (Hayes & 
Clark, 1985), they may have eliminated recur- 
ring problems by “root cause” analysis. It may 
therefore be appropriate to turn over special 
newly emerging problems to a specialized 
group, both for repair and analysis. 

‘These results indicate that our sample in- 
cludes managers who adhere to ECL assump- 
tions as well as managers who adhere to zero 
defect quality strategies. While somewhat sur- 
prising and contrary to the case study literature, 
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this variation in strategy allows a better database 
to test our hypotheses about the relationships 
between quality strategies and management 
‘control systems. 


Quality goals 

Table 3 provides the percentage of the par- 
ticipating managers regularly receiving goals for 
each quality item and the relationship of such 
goal provision to quality strategy. The percent- 
ages indicate that the control of reject units is 
the predominant focus of quality goal-setting. 
The second most commonly received quality 
goal item is downtime. Most of the goals in cost 
terms are less widely disseminated than their 
unit counterparts. 

The Spearman rank correlation coefficients 
in Table 3 relate the eight quality strategy 
variables to goals for quality. Hypothesis 1 
predicts that the management control system 
supporting a zero defect strategy is more likely 
to include the provision of quality goals than 
the system supporting an ECL strategy. Support 
for this hypothesis would be reflected in 
significant positive correlations between the 
quality strategy variables and quality goal 
variables. ee 

Based on the literature and the high propor- 
tion of managers in our sample receiving goals 
for reject units, we expected a significant posi- 
tive relationship between most quality strategy 
Statements and the provision of goals for reject 
units. However, no significant correlations with 
reject units were found. The high percentage of 
managers receiving goals for reject units and the 
insignificant correlations between strategy and 
reject unit goals leads to the conclusion that 
reject unit goals are widely used by the majority 
of participating managers, whether they adhere 
to zero defect or ECL quality strategies. 

On the other hand, two strategy issues seem to 
be strongly related to the use of quality goal-set- 
ting information. USE AQL was significantly cor- 
related with rework, scrap and downtime goals 
and YIELD FOCUS was significantly correlated 
with downtime goals. This indicates that mana- 
gers who disagree with operating on the basis of 
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AQLs, reflecting a zero defect strategy, more 


often receive regular goals in both unit and cost 
terms for rework, scrap and downtime than man- 
agers who adhere to the use of ECL-based AQLs. 
Similarly, managers who disagree with concen- 
trating on yields rather than defects are more 
likely to receive goals for downtime units and 
costs than those who focus on yields. 

Overall, the positive direction of the great 
majority of the correlations, the absence of sig- 
nificant negative correlations, and the occurr- 
ence of a greater-than-chance number of signifi- 
cant positive correlations provide general but 
not conclusive support for Hypothesis 1. 


Quality feedback 

Table 4 shows the mean, median and standard 
deviation of the frequency of quality perform- 
ance feedback provided to the participants, with 
a higher mean indicating more frequent feed- 
back. Consistent with the goal provision find- 
ings, reject units and downtime units are the 
most frequently provided feedback, with most 
participants. receiving such feedback at least 
monthly. Most cost feedback items are provided 
less frequently than their unit counterparts. 
However, the relatively high median value for 
reject costs indicates considerable attention is 
being paid to the cost of rejects. 

Hypothesis 2 predicts that the management 
control system supporting a zero defect strategy 
will include more frequent quality feedback 
than a system supporting an ECL strategy. Sup- 
port for this hypothesis would be reflected in 
Significant positive correlations between the 
quality strategy variables and the feedback pro- 
vision variables. The Spearman rank correlations 
of the eight quality strategy questions with the 
frequency of quality feedback (Table 4) gener- 
ally support Hypothesis 2. The great majority of 
the correlations show the expected direction of 
correlation and no significant negative correla- 
tions contradicting the hypothesis are found. 
Furthermore, a greater-than-chance number of 
significant positive correlations are found, pro- 
viding general though not conclusive support 
for Hypothesis 2. 


See 


QUALITY STRATEGY AND CONTROL SYSTEMS 














} 
ti 
` , ETna 
3 i 
PAI] 100 IP Ie IUEOYTUBIS pa 
TOA SO'O IYI W IWEIJUŽIS , 
PLSTOO— LZ9¥F0'0— OLESO'O 866¢0°0 €¢LZ0'0 06S¢0'°0 S9F00'0 ¢L¢L0'0 TVNO-dAIO AJAMAA 
86900°0 800S0`0 €£LZ0'0 ~£000°0— PY1L800 9CFF0'0 O1Z20°0 8¢290'0 TVNO-AIO LddOOV 
ry6r0'0 €06Z0'0 cSsOco'o— ¢L9Z0'0— LS6£0°0 961£0'0 80SZ0'0 LéZ10°0 WHAODIVL 
866L0'0— 160£0'0— L£¢0¢co0 VAacainl €ZZ10°0 676470 0— €lPloo— T19¢O'0O— dO LS ANTION 
+266LF1°0 s»L6PpT O SE9SO'O ¢£890°0 ¢PSS0'0 S¢TZ0'0 6¢8c0'0 £8980'0 SNDOF ATAIA 
+40860°0 +SP560'0 «eLZSPTO «sSISETO +£S660°0 +S8Z0OT'0 606S0'0 0L2S0°0 TOV ISN 
L811T0°0 9L9F0'0 99810°0 $SLZ0'0 61Z£0°0 $97720'0 008¢0'0 69S00°0 TVNOdSaA 
06S90`0 OITLO'O L¢E¢v0'0 €Z100'0 SI¢so'o %L600°0— 1Zsso'0 10900'0— LSOOTYVNO 
SUO1]D19L109 UDULADAS ABs Gizpnoy 
%1E %LS %LE %8E %67 %PF %TS %9L sjvo8 3u 
Ajye[NsaI sIaBeuLvws JO Jud 
'8U11jaS-JDOD 
$ IWILNMOA AWLLNAOG $ dVYOS dVuds $ TIOMTY WYOAAY $ Loaf Loafay 
Wai eos Aren 





sjeos Aqtyenb jo uorstaosd 0} Adajens AWyenb Jo drysuowejas souon JauInsuod pue oe ssouedel E TIGVL 


SHIRLEY J. DANIEL and WOLF D. REITSPERGER 


612 


‘J9AIU = | ‘UdYo SSA = Z ‘ATJUOW = ¢ ‘Apyaam = p ‘Arep = ¢ ‘Aep uey) soy = 9 $ 


TOA LOO IY W JUEIMUBIŞ şe 














‘PAI] SO'O UR 38 WEOH WIS , 
680T0'0-— L$¢80°0 67890°0 661200 TT9TO'O C9FSO'O 9LS720'0 s00¢60'0 TWNO-AAO WAAIIAG 
9¢6r0'0— 611600 9E0000 c9cioo0 98Z¢S0'0 0L0460'0 086Z0'0 +4 19600 WNO-dAO LdaADOV 
10S¢0'O Z£890°0 6S000°0 ¢ZoIoo— POTITO LIISOO 9S6sS0'0 2404600 WaHAODIVIL 
ost¢o'o— Iz¢¢co0 66¢40°0 Z0890'°0 618S0'0 clztoo— 6P8F0'0 AZA SILA dOLS INTI ON 

+91660'°0 $S$980°0 16F£E0'0 SL610'0— L£Z8Z0'0 816200 S6£00'0 ae80SC1'0 snood ATALA 
868600 St0L0'0 ae OIST'O €6S80'0 9L690'0 8c¢or00 Z8~¢S0°0 826500 TOV asa 
Z16900 «S1Z60'0 SPLIO'O €Sto0'o 16Z¢E0°0 8Z610'0 OILFO'O Z0F000 WNOdsay 
CECIO'O $PPFIOO 016400 4LS100'0 TO9rOO 6¢81L0'0— ST6S0°0 $18Z0'0 LSODTVNO 
$U01]D1 01109 UDULADATS E Bapa GuenD 
09¢'T OIG I 6660 ƏÐ8O I L6UI O69 I 060 1 OOS'I UOREMƏP ppuUEIS 
Z € Z Z Z € € ¢ UeIpIW 
rA iA coe CO? OZ SGT ELZ CP? LS'¢ UEIN 
tapvqpəəf Jo dauanbasy 

$ INILNAOA IWILNAOA $ AVADS dVuOs $ TUOMAY MYOATY $ Loaf Loar 

w33 yorgpsay Ayend 





yoeqpaey Auqenb Jo Jo sarsuanbay 01 ASaqens Anenb jo drysuonryas souon JowWNsUOD pue ore asouEdel + TIAVL 


QUALITY STRATEGY AND CONTROL SYSTEMS 


The frequency of reject unit feedback is 
strongly correlated with four of the strategy var- 
iables: YIELD FOCUS, ACCEPT OFF-QUAL, DE- 
LIVER OFF-QUAL and TAKEOVER. Managers 
who (a) disagree with concentrating on yields 
rather than defects, (b) disagree with accepting 
off-quality components to avoid a line stop, (c) 
disagree with delivering off-quality products to 
customers, or (d) disagree with the occasional 
takeover of operations by staff rescue teams, are 
more likely to receive frequent feedback for re- 
ject units than managers agreeing with these 
practices. 

Downtime feedback also seems strongly cor- 
related with a zero defect strategy, supporting 
Hypothesis 2. Managers who disagree that the 
responsibility for quality should rest with 
specialized staff (RESP QUAL) receive more fre- 
quent downtime feedback than managers who 
agree with this division of responsibility. Simi- 
larly, managers who disagree with focusing on 
yields rather than defects (YIELD FOCUS) and 
those who oppose operating on the basis of 
AQLs (USE AQL) receive more frequent feed- 
back about the cost of downtime than managers 
who agree with these ECL based policies. Over- 
all general support is found for Hypothesis 2. 


Management control systems combining goals 
and feedback 

Research has shown that only when specific 
goals are combined with feedback is perform- 
ance effectively improved (Locke et al, 1981). 
Hypothesis 3 predicts that the management con- 
trol system supporting a zero defect strategy will 
more likely include this combined use of goal- 
setting and frequent feedback for quality than a 


Goal More than 

setting once daily Daily 
Receive goals 

regularly GroupA Group A 
No goals provided — — 
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system supporting an ECL strategy. To test this, a 
management control system variable was 
created to represent the dimension of combin:. 
ing goal-setting with various feedback frequen- 
cies. Figure 2 illustrates the various levels of this 
management control system variable. 

Two sets of analysis were performed to mea- 
sure the strength of the relationship between 
quality strategy and the combined goal-setting 
and feedback variables for rejects, rework, scrap 
and downtime. The first analysis used four levels 
of goal-setting and feedback combinations, as il- 
lustrated in Fig. 2, while the second analysis 


. eliminated groups B and C and analyzed the rela- 


tionship between quality strategy and the ex- 
tremes of the management control system vari- 
ables represented by groups A and D. 

The results of these two analyses are sum- 
marized in Table 5. Significant relationships be- 
tween the quality strategy variables and the four 
level management control variables are indi- 
cated by an F in the appropriate cell. Significant 
relationships between quality strategy and the 
dichotomous extremes of the management con- 
trol system variable represented by groups A and 
D are indicated by a D in the appropriate cell. 

The provision of goals and feedback for reject 
units is strongly correlated with four quality 
strategy variables: YIELD FOCUS, ACCEPT OFF- 
QUAL, DELIVER OFF-QUAL and TAKEOVER. 
Managers who (a) believe that off-quality com- 
ponents should not be accepted to avoid a line 
stop, (b) believe that below specification pro- 
ducts should not be delivered to save an order, 
and (c) disagree with occasional staff takeovers 
of operations receive more combined goal-set- 
ting and feedback information for reject units 


Frequency of feedback 
Less 
Weekly Monthly often Never 
GroupA Group B — = 
— Group C Group D Group D 


Fig. 2. Combined goal-setting and feedback variable. 
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than managers adhering to ECL strategies. Mana- 
gers who disagree with focusing on yields 
rather than defects (YIELD FOCUS) receive 
more combined goal and feedback information 
about rejects and also downtime cost than ECL 
proponents. 

Managers who believe that AQLs are not the 
best way to control quality (USE AQL) receive 
a 8 more combined goals and feedback information 

for rework cost, and for scrap units and costs. 
With respect to the responsibility for quality, 
managers who disagree with an occasional take- 
over by staff specialists (TAKEOVER) are pro- 
vided with more combined goals and feedback 
for reject units, downtime and rework costs than 
managers who would not object to relinquishing 
their control over quality to specialists. 
These results provide general support for 
‘Hypothesis 3, particularly with respect to reject 
units. There are significant relationships bet- 
ween quality strategy and management control 
systems utilizing combined goal-setting and 
feedback to improve quality performance, sup- 
porting the notion that Japanese companies do 
modify their management control systems to 
achieve quality improvements. 


SCRAP $ DOWNTIME DOWNTIME $ 
F 
DF 


SCRAP 
F 


REWORK $ 
F 
F 
F 


Unit versus cost information 

Hypothesis 4 predicts that more significant 
correlations will exist between a zero defect 
philosophy and the use of unit rather than cost 
information in the management control system. 
However, the results in Tables 3—5 do not sup- 
port this hypothesis. Table 3 shows essentially 
an equal number of significant correlations bet- 
ween zero defect strategies and the use of qual- 
ity unit and quality cost goals. In Table 4, while 
reject unit feedback is more strongly correlated 
with a zero defect strategy than reject costs, 
feedback about rework cost, scrap cost and 
downtime cost are more strongly correlated to 
the zero defect strategy than their unit counter- 
parts. This relationship carries through to the 
use of combined goal-setting and feedback 
(Table 5). While the zero defect proponents 
focus on reject units, they also receive a great 
deal of goal-setting and feedback information in 
cost terms as well as unit terms. This leads to our 
rejection of Hypothesis 4. 


REWORK 


Management control variables combining goal-setting with feedback 


REJECT $ 


REJECT 
DF 
F 
DF 
D 
Quality strategy significantly related to dichotomous management control variable. 


Quality strategy significantly related to four level management control variable. 


TABLE 5. Japanese auto and consumer electronics: relationship of quality strategy to management control variables combining goal-setting and feedback 


Quality strategy 
QUALCOST 
RESPQUAL 

USE AQL 

YIELD FOCUS 

NO LINE STOP 
TAKEOVER 
ACCEPT OFF-QUAL 
DELIVER OFF-QUAL 


F 
D 
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DISCUSSION 


The major aim of this study was to empirically 
test the normative theory that management con- 
trol systems should reflect strategy. Specific- 
ally, we empirically investigated if this pheno- 
menon was evident in the linkages between 
innovative quality strategies and management 
control systems of Japanese automotive and 
consumer electronics firms. 

The most significant findings in this regard are 
evident in the combination of goal-setting and 
feedback to foster quality improvement. The 
data show that quality goals and feedback about 
rejects and downtime are more frequently pro- 
vided to managers adhering to a zero defect 
strategy than to managers who are ECL propo- 
nents. This supports our proposition that a focus 
on continuous improvement and a reduction in 
defective units are complemented by the provi- 
sion of combined goals and frequent feedback in 
unit terms. It also suggests that companies striv- 
ing to implement quality improvement pro- 
grams may need to modify their management 
control systems to provide more goal-setting 
and feedback information about specific quality 
items. i 

A focus on continuous improvement and 
learning has been said to be the essence of 
Japanese manufacturing success (Wheelwright, 
1989; Garvin, 1988). While no one believes that 
it is possible to achieve a zero defect production 
environment, continuously working toward a 
reduction in defects can result in major cost and 
productivity advantages. Such continuous im- 
provement can be greatly aided by a manage- 
ment control system which focuses employee 
efforts through goal-setting and feedback. Our 
findings indicate that consistency between 
quality strategy and management control sys- 
tems may be important to the competitive 
inroads experienced by Japanese automotive 
and consumer electronics firms. 

Support was not found, however, for the prop- 
osition that the Japanese do not focus on the cost 
of quality but adhere to “quality is free” ideals. 
While combined goal-setting and feedback for 
reject units and downtime units was strongly re- 
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lated to a zero defect philosophy, the provision 
of management control information concerning 
the costs of rework, scrap and downtime was 
also significantly related to a zero defect 
strategy. Cost figures for rejects, rework, scrap 
and especially downtime are not traditionally 
included in a standard cost accounting system 
and would have to be specifically gathered. If 
the information was not considered useful 
it probably would not be prepared and 
disseminated. 

Our data suggest that the Japanese believe that 
poor quality does have costs which should be 
monitored regularly by all levels of manage- 
ment. This reflects the use of short-term goals to 
achieve a longer-term objective. To achieve 
long-term aims, operating objectives must be 
developed that purposely translate strategy into 
manageable short-term pieces for implementa- 
tion (Hrebiniak & Joyce, 1984, p. 110). Thus, 
short-term operational objectives for quality and 
its costs are necessary to accomplish the long- 
term improvements in production processes 
and designs that result in better quality at lower 
cost. 

Our findings also indicate that cost account- 
ing plays a more important role in Japan than 
was previously thought (Dilworth, 1985). This is 
not only supported by our questionnaire data, but 
also by interviews with Japanese factory account- 
ants. Factory accountants in Japan are very 
responsive to operating management’s requests 
for information, and communication between 
production managers and accountants is fre- 
quent and open. During our visits to several fac- 
tories in Japan, we repeatedly found that cost ac- 
counting information was closely monitored by 
operating managers and that achieving cost re- 
ductions was of primary importance in the plan- 
ning and goal-setting process. Regular “cost- 
down” meetings are held for the purpose of 
finding ways to decrease manufacturing costs. 
Again the focus in these meetings is on con- 
tinuous improvement. 

Finally, some Japanese firms have taken to 
heart the strategic management literature advo- 
cating strategic controls (Govindarajan & Gupta, 
1985; Hrebiniak & Joyce, 1984; Lorange, 1982; 
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Lorange, et al., 1986). This contrasts with the 
findings of Goold & Campbell (1987), Goold 
(1988) and Goold & Quinn (1988), who found 
little evidence of the implementation of 
Strategic control systems in British and USS. 
firms. Perhaps our findings shed additional light 
on the success of Japanese automotive and con- 
sumer electronics manufacturers. Reitsperger 
(1986) noted that British workers in Japanese 
managed electronics factories in the U.K. sig- 
nificantly outperformed British workers in their 
US. and U.K. managed competitors. He attributed 
much of the superior performance in the Japanese 
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plants to innovative management control and in- 
centive systems which. closely monitored 
employee performance, provided ever increas- 
ing quality goals and tied worker incentive pay 
to quality and productivity. Our findings indi- 
cate that modifications of management control 
systems by Japanese manufacturers are applied 
in Japanese plants as well as in operations 
abroad. These findings and the success of 
Japanese manufacturers in penetrating world 
markets support the normative theory that man- 
agement control systems should be modified to 
fit strategy. 
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Abstract 


One of the primary functions of management accounting is to provide inputs for management decisions. 
These inputs, or pieces of evidence, are used in making judgments about an organization’s activities. We 
focus on situations in which an individual's degree of belief in a specific cause, or hypothesis, is sequentially 
revised as additional evidence is received. These types of situations are numerous in management 
accounting contexts (e.g. performance evaluation, variance analysis, and resource allocation). Effects of 
evidence order and currently held beliefs (anchors) on judgments and decisions are investigated using 
Hogarth & Einhorn’s belief-adjustment model (Order Effects in Belief Updating: The Belief-Adjustment Model, 
Working paper, 1990). Business students taking a management accounting course processed eight cases, four 
“generic” (i.e. nonaccounting) and four “management accounting”. Model predictions were supported for 
both groups: recency effects were present for mixed evidence; anchor size did not affect the magnitude of the 
recency effect; and anchor size had the predicted impact on changes in belief For generic cases, as predicted, 
no order effect existed for consistent evidence. For accounting cases, some recency effects were found for 
consistent evidence, whereas the model predicts none. Mixed evidence order effects (i.e. recency) did not 
consistently impact action-oriented decisions in either generic or accounting cases. Prior research is reinter- 
preted in light of these findings. Implications of these findings for developing descriptive models of account- 
ing judgments and decisions, as well as applications within management accounting contexts, are discussed. 


Management accounting is “the process within 
an organization that provides information used 
by an organization’s management in planning, 
implementing and controlling the organization's 
activities” (Anthony & Reece, 1989, p. 515). The 
manager is constantly evaluating these activities 
and choosing among alternatives, attempting to 
make choices that will effectively and efficiently 
utilize available resources. This evaluation 
necessarily involves developing causal explana- 
tions of past and present realizations of the 


activities. For example, in analyzing an increase 
in labor costs, the manager must consider various 
causes of the increase before any action can be 
taken. Our study is designed to investigate how 
beliefs relative to such hypothesized explana- 
tions are sequentially revised as additional infor- 
mation becomes available. 

As depicted by the above definition, the focus 
of management accounting is becoming that of 
providing inputs for management decisions, as 
opposed to the traditional emphasis on informa- 


“We appreciate the comments of Bill Messier and two anonymous reviewers and gratefully acknowledge the release time 
provided by the KPMG Peak Marwick Foundation’s Research Fellowship Program to the third author. 
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tion gathering and presentation. This gradual 
shift in perspective has motivated research 
about the inference processes of decision 
makers (e.g. Birnberg & Shields, 1977; Brown, 
1981, 1985; Shields et al., 1981; Lewis et al., 
1983; Haka et al., 1986; Brown & Solomon, 
1987, 1989 ). Following the psychological work 
of Nisbett & Ross (1980), Einhorn & Hogarth 
(1981), and Kahneman et al. (1982), decision 
making in management accounting research 
often is characterized as a sequential processing 
of information that pertains to some hypothe- 
sized state. Because the dominant normative 
model for belief revision, Bayes’ theorem, is 
incomplete as a descriptive model of belief 
revision (see Libby, 1981), understanding of 
management accounting decisions requires test- 
ing of alternative decision models. We propose 
that the belief-adjustment model formulated by 
Hogarth & Einhorn (1990) as a representation 
of belief revision can be useful in understanding 
management accounting decisions. 

Many management accounting decisions, 
ranging from process variance analysis to capital 
budgeting to personnel performance evaluation, 
embody the possibility of sequential information 
analysis. For example, consider a manager faced 
with an operating variance. The manager must 
decide whether the process is out of control and 
allocate resources accordingly. Lewis et al. 
(1983) and Brown (1985 ) model this as sequen- 
tial belief revision. Hogarth & Einhorn’s (1990) 
model implies that a manager’s evaluations will 
be, at times, influenced by the sequence in 
which information is received, as well as by the 
magnitude of the manager’s currently held 
belief. Such biases can lead to beliefs that induce 
suboptimal behavior. This has implications for 
both how management information systems are 
designed to produce information and how infor- 
mation is used by management accountants. 

The purpose of this paper is two-fold. First, we 
extend the validation research of the belief- 
adjustment model. Second, we assess the 
model’s applicability in the management 
accounting domain. Business students just com- 
pleting a management accounting course (their 
second course) were asked to evaluate four 
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generic (i.e. nonaccounting) cases and four 
management accounting cases. We investigate 
whether subjects’ belief revisions match the pre- 
dictions of the belief-adjustment model in both 
generic and management accounting cases. We 
also examine whether evidence order induces 
different decisions. 

The paper is arranged as follows. The belief- 
adjustment model is presented and research 
hypotheses are developed. The methodology is 
then explained and results are discussed. Prior 
research is reinterpreted and extended in light 
of the model. Summary and discussion conclude 
the paper. 


THE BELIEF-ADJUSTMENT MODEL 


Hogarth & Einhorn’s (1990) belief-adjust- 
ment model is based on the premise that people 
handle belief-updating tasks by a general, 
sequential anchoring-and-adjustment process in 
which they anchor initial opinions on the first 
piece of evidence presented, and then adjust this 
for the impact of succeeding pieces of evidence 
(p. 9). The model can be stated algebraically: 

Sp = Spa + w,[s xz) — R], (1) 
where S$, represents degree of belief in some 
hypothesis, impression or attitude after evaluat- 
ing k pieces of evidence (0 = Sp = 1); Sex, 
anchor or prior opinion (the initial strength of 
belief is denoted So); S(x), subjective evaluation 
of the kth piece of evidence; R, the reference 
point or background against which the impact of 
the kth piece of evidence is evaluated; and Wwy, 
the adjustment weight for the kth piece of evi- 
dence. 

In presenting the model, Hogarth & Einhorn 
distinguish between evaluation tasks and esti- 
mation tasks. In evaluation, evidence is encoded 
as positive or negative relative to the hypothesis 
being considered, which implies that —1 = s(x;,) 
= 1 and R = 0. In estimation, a “moving average” 
is derived that is sensitive to the evidence’s 
direction relative to the current belief (i.e. Sp), 
which implies that 0 = s(x,) = 1 and R = S, 1. 


EVIDENCE ORDER AND BELIEF REVISION 


The adjustment weight, w,, is specified as fol- 
lows: 
when s(x,) = R 


(2) 


Wy = AS-is 
and 
Wr = BCI = Shi) when S( Xz) > R. (3) 


a and B specify an individual’s sensitivity to- 
wards “negative” and “positive” evidence, re- 
spectively (where the sign of the evidence is 
evaluated relative to R). Equation (2) suggests 
that the adjustment weight for negative evi- 
dence is proportional to the current belief (Sg), 
whereas equation (3) specifies that the adjust- 
ment weight for positive evidence is inversely 
proportional to the current belief. These equa- 
tions are based on the contrast assumption, 
which implies that (1) negative evidence has a 
larger impact (i.e. causes a larger reduction in 
degree of belief) for stronger anchors (higher 
degree of belief in the validity of a hypothesis) 
than for weaker anchors and (2) positive evi- 


dence has a larger impact for weaker anchors 


than for stronger ones. 


The step-by-step process model 

The step-by-step process model, as distin- 
guished from an _ end-of-sequence process 
model, describes sequential belief updating as 
new information is processed. As discussed 
above, many management accounting decisions 
can be, and have been, modeled as sequential- 
belief-revision tasks. Further, Hogarth & Einhorn 
suggest that the step-by-step process model 
would be used in relatively complex situations, 
whereas the end-of-sequence process model 
(because of its demanding cognitive require- 
ments) would be used only in short and simple 
tasks (p. 14). Thus, the step-by-step model is 
relevant to the domain of interest in this paper. 
In the step-by-step model, the degree of belief in 
a prior opinion (the anchor) is revised based on 
each new piece of evidence. This new position 
then becomes the anchor for the revision based 
on the next piece of evidence. 

Substituting equations (2) and (3) into (1), 
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the step-by-step process can be represented as 
Se = Spa + OSp[S(%) ~ RI, for s(x,)=R (4) 
and 


Se = Sea + BOL — Sei )[S(%e)—-R], for xr) >R. 
: (5) 


Equation (4) pertains to negative evidence and 
equation (5) pertains to positive evidence. 
These equations imply that the degree of beliefis 
a function of the anchor (or initial belief, Sọ), the 
order of evidence processed, and sensitivity to 
evidence. 


Implications of the model and research 
hypotheses 

Model implications of concern in this paper 
include effects related to evidence order and an- 
chor magnitude. Our experiment requires sub- 
jects to revise their beliefs about causal hypoth- 
eses in management accounting contexts. 
Causal hypotheses are associated with evalua- 
tion tasks (Hogarth & Einhorn, 1990, p. 10); 
therefore, model implications discussed here 
are for R = 0. Also, our experiment uses short 
series of fairly complex evidence, therefore a 
and B are assumed to remain stable over time 
(Hogarth & Einhorn, 1990). 

The hypotheses below, which, except for H3, 
follow directly from model implications, are 
stated in alternative (research) form. Although 
similar hypotheses have been investigated in an 
auditing context (e.g. Ashton & Ashton, 1988, 
1990; Butt & Campbell, 1989; Messier, 1990; 
Messier & Tubbs, 1990; Tubbs et al., 1990), to 
our knowledge, none of these hypotheses has 
been tested in a management accounting con- 
text. 


Evidence order. Order effects depend on 
whether the sequence of evidence processed in- 
volves consistent or mixed evidence. Consistent 
evidence is evidence that is either all negative or 
all positive, whereas mixed evidence involves 
mixtures of negative and positive evidence. For 
consistent evidence, the belief-adjustment 
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model predicts no order effects for evaluation 
tasks (see Hogarth & Einhorn, 1990, Appendix 
C). In other words, a decision-maker’s final 
degree of belief is not affected by the order in 
which consistent evidence is processed. 


H1: There is no order effect for consistent 
positive or consistent negative evidence. 


For mixed evidence, recency effects are pre- 
dicted; that is, evidence evaluated later in a se- 
quence has a larger effect on the final degree of 
belief than when the evidence is evaluated 
earlier. Thus, ceteris paribus, if two pieces of 
mixed evidence are processed 

S(+,—)<S(—,+), (6) 
where S(+,—) is the degree of belief after pro- 
cessing positive and then negative evidence and 
S(—,+) is the degree of belief after processing 
negative and then positive evidence. This re- 
cency effect follows from the contrast assump- 
tion discussed above. For example, after proces- 
sing positive evidence, an individual’s degree of 
belief would increase. This higher degree of 
belief would cause the negative evidence pro- 
cessed second to have a relatively larger effect, 
because of the stronger anchor. Thus, the final 
degree of belief is affected more by the negative 
evidence than if the order of evidence were re- 
versed. 


H2: There is a recency effect for mixed 
evidence. 


To better evaluate the relevance of the belief- 
adjustment model for studying management 
accounting decisions, we extend the model by 
assessing the impact of mixed evidence order on 
decisions. The presumed link between beliefs 
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(i.e. judgments) and action-oriented decisions 
(i.e. choices) is of considerable importance, but 
has received little research attention (Einhorn & 
Hogarth, 1981). Although it is reasonable that 
the degree of belief is an important factor in 
determining choice, other factors also may play 
a role (see discussion in Hogarth, 1987). How- 
ever, the expectation is that, ceteris paribus, the 
higher the degree of belief, the more likely an in- 
dividual will decide in favor of the hypothesis 
being entertained. Thus, if final degrees of belief 
are influenced by mixed evidence order, deci- 
sions should be influenced by mixed evidence 
order. 


H3: Decisions are impacted by recency 
effects for mixed evidence. 


Anchor magnitude. The contrast assumption, 
which forms the basis for the recency effect pre- 
dictions, implies that positive evidence has more 
impact when the anchor is weak than when the 
anchor is strong. Conversely, negative evidence 
has more impact for stronger anchors than for 
weaker anchors." 


H4: The stronger the anchor, the smaller 
the impact of positive evidence and the 
larger the impact of negative evidence. 


For mixed evidence, the model predicts that 
the size of the recency effect is determined en- 
tirely by sensitivity to evidence and the 
strengths of the pieces of evidence (Hogarth & 
Einhorn, 1990, Appendix C). Thus, the initial 
anchor (So) has ‘no bearing on the size of the 
recency effect. 


H5: Anchor strength does not influence 
the magnitude of recency effects for mixed 
evidence. 


The only study, of which we are aware, to test the contrast assumption is by Ashton & Ashton (1988). Because Ashton & 
Ashton endowed their subjects with anchors, anchors were probably unrealistic for some subjects. Thus, any change in 
degree of belief for subjects with unrealistic anchors may have been due to (1) adjustment of the anchor to more realistic 
levels, (2) strength of the evidence, or (3) both. Although it cannot be determined whether this affected Ashton and Ashton’s 
results, it does suggest a potential problem that should be investigated. In the current study we control for this by allowing 
subjects to assess their own anchors. (See also Butt & Campbell, 1989.) 


EVIDENCE ORDER AND BELIEF REVISION 


METHOD 


Subjects were undergraduate business majors 
taking a management accounting course. During 
a class session, the four generic scenarios used 
by Hogarth & Einhorn (1990) were adminis- 
tered to 74 students. At a class session one week 
later, four management accounting scenarios 
were administered to 78 students.* Even though 
no monetary incentives were involved, exit in- 
terviews suggested considerable interest in, and 
commitment to, the task. 

For each scenario, subjects first read an intro- 
ductory description and indicated their initial 
degree of belief in the proposed hypothesis. 
Degrees of belief were marked on a scale ranging 
from 0 to 100, with higher numbers represent- 
ing stronger degrees of belief. Next, four pieces 
of evidence, each of which either supported 
(positive evidence ) or did not support (negative 
evidence) the hypothesis, were sequentially 
presented. After each piece of evidence, subjects 
indicated their degree of belief in the hypo- 
thesis. 

Two pieces of evidence were positive and two 
were negative. Further, each piece of positive 
(and negative) evidence was a different 
strength. Thus, subjects received these four 
pieces of evidence (in a different order for each 
scenario): positive strong (+S), positive weak 
(+W), negative strong (—S), and negative weak 
(—W). Four order sets were used: (1) 
+S+W-W-S, (2) +W+S-S-W, (3) 
—-S—W+W+S, and (4) -W—-S+S+W. Two of 
the sets (1 and 2) involve positive followed by 
negative evidence and the other two involve 
negative followed by positive evidence. 

At the end of a scenario, subjects decided 
whether action was justified based on the evi- 
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dence. These hypothetical decisions were eli- 
cited using a categorical variable. Scenarios 
were assigned using a 4 X 4 Latin square, after 
Hogarth & Einhorn. Generic scenarios involved 
(1) the contracting of lung cancer by a chemical 
factory worker; (2) a defective stereo speaker 
possibly caused by a loose connection; (3) a 
baseball player whose hitting improved greatly 
after a coaching program; and (4) increase in 
sales of a product after an advertising campaign. 
Accounting scenarios involved (1) increase in a 
firm’s return on investment (ROI) after purch- 
ase of an automated warehouse; (2) increased 
performance in a department after a job order 
costing system was implemented; (3) increased 
sales after a sales incentive program was carried 
out; and (4) increase in labor costs possibly 
caused by not having the proper mix in the work 
force. Accounting scenarios were designed to be 
similar in length and form to generic scenarios; 
only the content differed. 


RESULTS 


We first present manipulation check results. 
Then results for each hypothesis are discussed. 


Manipulation check 

The manipulation check investigates the ex- 
tent to which subjects distinguished (1) positive 
from negative evidence and (2) strong from 
weak evidence. Direction and strength of the ex- 
perimental manipulations are measured as 
changes in belief.’ As shown in Table 1, all mean 
changes in belief for generic scenarios are sig- 
nificantly different from zero (p < 0.01) in the 
anticipated direction and the weak—strong dis- 
tinction was made for both positive (¢ = 6.65, p 


74 pilot study was conducted, which resulted in minor niodifications to the accounting instrument. A copy of the instrument 


may be obtained from the authors. 


3 In the experiment, subjects were asked to rate the strength and sign of each piece of evidence, apart from their degree of 
belief assessments. These ratings were not used as the manipulation check because of possible encoding problems similar 
to those reported: by Tubbs et al. (1990). For example, some subjects rated evidence as positive, but reduced their degree 
of belief as if the evidence were negative. Because we are concerned with order effects in evaluation. tasks, directions of 
changes in belief (which we use as the manipulation check) are of prime consideration. 


Ead 
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TABLE 1. Manipulation check. 


Type of evidence Change in degree of belief t-Statistic 
Generic scenarios 
Positive strong (+S) 11.3 12.7* 
Positive weak(+W) 2.3 2.8* 
Negative strong (—S) — 13.9 ~12.9* 
Negative weak ( —W) ~5.9 G1" 
Accounting scenarios 
Positive strong (+S) 5.0 5.0° 
Positive weak (+ W) ~0.1 —0,2 
Negative strong (~-S) ~8.1 6.9" 
Negative weak (—W) -3.9 —3,8* 


*p<0.01. 


< 0.01) and negative (t = —4.64, p < 0.01) evi- 
dence. For accounting scenarios, all mean 
changes in belief are in the expected direction 
and significantly different from zero (p < 0.01), 
except for the +W manipulation,‘ and the 
strong—weak distinction was made for both posi- 
tive (¢ = 3.08, p < 0.01) and negative (t = 
—~ 2.32, p = 0.021) evidence. Thus, we were gen- 
erally successful in manipulating direction and 
strength of evidence. However, hypothesis tests 
involving +W evidence in accounting scenarios 
must be interpreted carefully. 


Hypothesis 1 

H1 states there is no order effect for consis- 
tent evidence. Each of the four evidence order 
sets presented above contains two subsets of 
consistent evidence. For example, in order set 2 
(+W+S—S—W), the first two pieces of evi- 
dence, x, and x,, form a subset of consistent 
positive evidence and the final two pieces, x; 
and x,, form a subset of consistent negative evi- 


dence. To measure order effects involving con- 

sistent evidence, changes in belief involving 
subsets that contain the same evidence, but in 
different orders, i.e. weak—strong (WS) versus 
strong—weak (SW), can be compared. Change in 
belief is the difference between degrees of belief 
after and before the evidence subset is proces- 
sed. Thus, an order effect may be measured, for 
example, by comparing (S, — Sọ) for the WS (x, 

Xz) subset from order set 2 and (S, — So) for the 
SW (x, X2) subset from order set 1 

(+S+W-W-—S). If the WS change in belief is 
larger than the SW change in belief, i.e. a differ- 
ence greater than zero, then a recency effect is 
implied. A difference less than zero would imply 

a primacy effect and a difference close to zero 

would imply no order effect. 

Panel A of Table 2 presents mean order effects 
involving (x, x ) positive evidence subsets from 
order sets 1 and 2 and (.x,, x) negative evidence 
subsets from order sets 3 and 4, calculated as just 
described. To determine if any of these order 


“The unexpected, slightly negative belief change (—0.1) associated with +W evidence was caused by 30% of the subjects 
who decreased their beliefs when presented with +W evidence in accounting scenarios. This negative belief change 
occurred in three of the four accounting scenarios. To further investigate, we examined subjects’ strength and sign ratings 
for weak positive evidence (see note 3). Considering all accounting scenarios together, the mean rating indicated that 
subjects viewed the evidence as positive (p < 0.001). Further, the strength and sign ratings were positive for all four 
accounting scenarios. Because the +W evidence was presented to the subjects in the same manner as all other pieces of 
evidence, differences in task structure did not cause the unexpected belief changes. Speculation as to why subjects reduced 
their degree of belief when, on average, they perceived the evidence as positive is presented in the Summary and Discussion 
section. Approximately 12% of the responses in Ashton & Ashton’s (1990) study exhibited similar contradictions over both 


negative and positive evidence. 
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TABLE 2. Mean order effects for consistent evidence (H1) 


Scenario Positive evidence Negative evidence 
Panel A: Pieces of evidence x, and x, 
Generic 
1. Disease —1.1 — 1.4 
2. Stereo — 1.4 6.1 
3. Baseball 3.9 9.3 
4. Advertising 0.2 2.3 
Accounting 
1. ROI ~4.0 11.9 
2. Job order 9.8 5.1 
3. Sales program ~6.9 1.6 
4. Labor costs —0.9 =S 2 
Panel B: Pieces of evidence x, and x, 
Generic 
1. Disease 1.8 0.6 
2. Stereo 0.1 —0.3 
3, Baseball ~5.6 74 
4. Advertising ~9.8 -3.0 
Accounting 
1. ROI —13.1 13.2 
2.Job order 2.6 —6.6 
3. Sales program 14.0 5.0 
á. Labor costs 8.0 7.3 





Order effects are calculated as the change in belief (i.e. S, — Sọ for panel A and S4 — S$, for panel B) for the weak-strong 
evidence sequence minus the change in belief for the strong~weak sequence. Positive (negative) numbers indicate recency 


(primacy). 


effects are reliably different from zero, ANOVAS 
are used.’ The independent variables of primary 
interest in these ANOVAs are evidence order 
(WS versus SW) and the evidence order X 
scenario interaction. For ANOVAs using x, and 
X the dependent variable is (S, — Sp), as discus- 
sed above. 

For generic scenarios, the ANOVAs indicate 
that no effect involving evidence order is signifi- 
cant at p < 0.10 for either positive or negative 
evidence:® that is, the order effects in Panel A of 
Table 2 do not differ from zero for any generic 
scenario. For accounting scenarios, the positive- 


evidence ANOVA indicates a significant 
(F(3,74) = 2.26, p = 0.089) order X scenario 
interaction, indicating that order effects may be 
significant for one or more scenarios. Tests of 
simple main effects show that the job-order 
accounting scenario has a significant recency ef- 
fect (F = 4.11, p < 0.05).’ The negative- 
evidence accounting ANOVA indicates no order 
effects; the relatively large recency effect for the 
ROI negative-evidence accounting scenario is 
associated with an order X scenario interaction 
that is not significant. 

Panel B of Table 2 presents mean order effects 


°ANOVAs used to test H1 and H2 have unequal cell sizes, which could misstate significance levels if nonnormality and 
heterogeneity of variance of treatment groups exist. To mitigate this problem, ANOVAs with equal cell sizes (17 subjects per 
cell) also were used (Kirk, 1982, pp. 75—78). Results do not change. 

© A significance level of 0.10 is employed to partially control for Type II errors (see Kirk, 1982, pp. 41-42). Because H1 
predicts “no effect”, Type II errors are more important to control than Type I errors. 


"This significant recency effect involves +W evidence, which, as discussed in the manipulation check section, was treated as 
negative evidence by some subjects, If these subjects are deleted from the analysis, the recency effect for the job-order 
scenario is 7.3. Thus, some, but not all, of the effect may have been caused by subjects treating +W evidence as negative. 
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for (x3, x4) subsets, for which (S4 — S2) is used to 
measure change in belief’ For generic scenarios, 
ANOVA results using x, and x, are the same as 
those using x, and x: the order effects in panel 
B of Table 2 are not significant at p < 0.10. For 
accounting scenarios, however, the positive-evi- 
dence ANOVA indicates a significant (F(3,74) = 
3.97, p = 0.011) order X scenario interaction. 
Tests of simple main effects show an order effect 
for the ROI (F = 4.94, p < 0.05) and sales-pro- 
gram scenarios (F = 5.94, p < 0.05).’ The direc- 
tion of the effect, however, differs. The ROI 
scenario apparently had a primacy effect," 
whereas the sales-program scenario had a re- 
cency effect. For negative evidence, effects in- 
volving evidence order are not significant, even 
though the ROI scenario had a large recency 
effect. 

For generic scenarios, then, results support 
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H1. For accounting scenarios, there are minor 
exceptions to H1’s predictions, most of which 
involve recency effects. 


Hypothesis 2 

H2 states that a recency effect should occur 
for mixed evidence. ANOVAs were conducted 
with evidence order (negative—positive versus 
positive—negative ) and scenario as independent 
variables. The dependent variable was $4 — So 
(judgment after all evidence minus judgment 
before any evidence). Evidence order was sig- 
nificant for the generic ANOVA (F(1,215) = 
29.21, p < 0.001) and the accounting ANOVA 
(F(1,227) = 5.99, p = 0.015) and the order X 
scenario interaction was nonsignificant in both 
ANOVAs. Thus, there are significant order 
effects. 

Table 3 presents mean belief changes, by 


TABLE 3. Mean recency effects for mixed evidence (H2) 


Scenario Change in belief Recency effect 
—~++4 ++ 
Generic 
1. Disease -3.4 ~8.3 4.9 
2. Stereo 10.0 ~-6.8 16.8 
3. Baseball —2.7 =137 11.0 
4, Advertising 6.2 —18.4 12.2 
Accounting 
1. ROI 3.4 —0.9 4.3 
2. Job order —0.9 —8.1 7.2 i 
3. Sales program —13.1 —19.3 6.2 
4, Labor costs —6.2 —11.9 5.7 


Recency effects are calculated as the difference between the changes in belief. The ——++ evidence order includes the 
~S—~W+W+S and —W—S+5+W order sets; the ++ --— evidence order includes the +S+W—W—Sand + W+5S—S— W order 
sets. 


The (x3, x4) subsets must be considered separately from the (x, x) subsets because the test for order effects requires 
approximately equal anchor magnitudes (i.e. Sọ and S, would have to be equal). If anchor magnitudes differ, effects caused 
by the contrast assumption could confound the results. 

*These effects involve +W evidence. If subjects who treated + W evidence as negative are deleted from the analysis, order 
effects are as follows: — 10.7 (primacy) for the ROI scenario and 14.5 (recency) for the sales-program scenario. Thus, the large 
effects were not caused by subjects miscoding +W evidence. 

10 A comparision of subjects’ anchors suggests that the primacy effect in the ROI scenario cannot be attributed unequivocally 
to evidence order. The effect may have been caused by different anchor magnitudes (51.4 for the weak—strong order versus 
39.9 for the strong~weak order, t = 1.85, two-tailed p = 0.072), which would, following from the contrast assumption, 
produce an effect similar to primacy. Thus, the ROI scenario results may not be an exception to the belief-adjustment model’s 
predictions. However, the recency effects for the sales-program and job-order (panel A) scenarios cannot be attributed to 
differences in initial anchors. 
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scenario, which show the magnitude and direc- 
tion of the order effects. For all scenarios, when 
negative evidence is processed last, mean belief 
change is more negative than when positive evi- 
dence is processed last, indicating recency 
effects and supporting H2. 


Hypothesis 3 

H3 states that recency effects for mixed evi- 
dence impact decisions through their influence 
on final degrees of belief. “Decision” refers to 
whether subjects indicated they were willing to 
take action (e.g. sue the chemical company in 
the disease scenario) after processing all four 
pieces of evidence. Recency implies that sub- 
jects who process negative evidence last will 
have lower final degrees of belief, and therefore 
would be willing to take action less often than 
subjects who process positive evidence last. 

To test H3, the proportions of subjects in each 
evidence order group who indicated that action 
was warranted (see Table 4) were compared 
using z-statistics.'' Evidence order had the pre- 
dicted directional impact on six of eight deci- 
sions (last three columns in Table 4), and two of 
these were significant (p <0.10). This contrasts 
with data indicating that recency effects were 
present in every scenario (Table 3) and average 
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final belief ($4) was lower in every scenario for 
subjects who processed negative evidence last 
(first two columns in Table 4). Thus, although 
evidence order uniformly affected beliefs, it did 
not influence decisions to the same degree. 


Hypothesis 4 

H4 states that positive (negative) evidence 
has less (more) impact when the anchor is 
strong than when the anchor is weak. Impact is 
measured as change in beliefafter evaluating evi- 
dence. Anchors can be either initial beliefs (Sọ) 
or current beliefs (if some evidence has already 
been processed ), which are represented by S, in 
the current study. 

To test H4, correlations between anchors (So 
or S,) and changes in belief (CS, — Sg) or (S4 — 
5,), respectively ) due to positive or negative evi- 
dence were computed. The correlations were 
computed by scenario, resulting in 32 correla- 
tions (eight scenarios X two anchors X two 
types of evidence ). Negative correlations would 
indicate support for H4. For example, with posi- 
tive evidence, change in belief will be smailer 
for stronger anchors than it will be for weaker 
anchors. Thus an inverse relationship between 
anchor magnitude and change in belief is ex- 
pected. Analogous logic leads to negative corre- 


TABLE 4. Impact of evidence order on final degree of belief and decisions (H3) 


Scenario Final degree ofbelief(5,) Percent deciding action is warranted 
—— ++ ++—— t-stat ——= ++ ++- z-stat 
Generic 
1. Disease 65.4 60.7 1.03 62.9 55.3 0.66 
2. Stereo 73.8 55.9 3.46°** 91.2 60.0 3.06*** 
3. Baseball 73.3 64,2 2.09** 87.2 91.4 -0.58 
4. Advertising 57.9 48.5 2.07** 70.0 64.7 0.49 
Accounting 
1.ROI 59.0 56.8 0.52 94.7 79.5 1.98** 
2. Job order 58.8 51.1 1.46* 61.5 48.6 1.13 
3. Sales program 62.5 57.2 0.99 80.0 83.8 —0.43 
4. Labor costs 49.4 48.3 0.22 33.3 28.9 0.42 


The ——-+-+ evidence order includes the —S—W+W-+S and —W-—-S+S+ W order sets. The ++- -— evidence order includes 


the +$+W—W-—S and +W+5—S—W order sets. 
*** p < 0.01; ** p < 0.05; * p < 0.10. 





11! Glass & Stanley (1970) illustrate the use of z-statistics to test proportions. Chi-squared statistics also were computed, 


yielding the same results as the parametric statistics. 
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lations expected for negative evidence. 

Results are presented in the top row of Table 
5. All 32 correlations are negative and 27 of 
these significantly differ from zero (p < 0.05). 
This provides overwhelming support for H4. 

These results, however, could be artificially 
inflated, because of restrictions imposed by a 0/ 
100 scale. For example, with an anchor of 80, the 
scale’s upper bound of 100 makes it impossible 
for a subject to make a large upward adjustment 
when presented with positive evidence. Thus, 
positive evidence would affect strong anchors 
less than weak anchors just because the scale 
limits responses for strong anchors. 

To mitigate this bias, correlations were com- 
puted using anchors that most likely would not 
cause subjects to restrict their responses 
because of scale limits. Because we have no basis 
for choosing the point at which scale restrictions 
are eliminated or significantly reduced, we use 
three different anchor cutoffs: less that 60 (grea- 
ter than 40), less than 50 (greater than 50), and 
less than 40 (greater than 60) for positive (nega- 
tive ) evidence. Results are presented in Table 5. 

Although support for H4 is not as strong when 
scale restrictions are reduced, the vast majority 
of correlations are still negative. The decrease in 
percentage of negative correlations as scale re- 
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strictions are reduced suggests that these results 
(and possibly Ashton & Ashton’s (1988) results, 
see discussion in Hogarth & Einhorn) are mildly 
affected by the bounded scale.'* However, there 
is a contrast effect, as suggested in H4, in addi- 
tion to any scale effect. The high level of 
support for H4 is virtually the same for generic 
and accounting scenarios. 


Hypothesis 5 


H5 states that anchor strength does not influ- 
ence the magnitude of recency effects. To test 
H5, subjects were grouped by anchor strength. 
Weak anchors were the 12 smallest $ values in 
each scenario, subject to the restriction that 
each evidence order (++—~ and ——++) had 
an equal number of subjects (6). Strong anchors 
were the 12 largest Sọ values in each scenario, 
subject to the same evidence order restriction. 
These classes provide for large differences in an- 
chors; the average weak (strong) anchor across 
scenarios is 36.5 (88.6). 

An ANOVA with anchor strength and evi- 
dence order as independent variables was esti- 
mated. The anchor strength X order interaction 
was not significant (F(1,160) = 1.46, p = 
0.228).'* Thus, H5 is supported. 


TABLE 5, Number of negative correlations between anchors and changes in belief (H4) 


Number negative/ Number 
Anchors included Number correlations* significant** 
All (positive 0-100; 32/32 27 
negative 0-100) 
Pos 0-60; Neg 40—100 30/32 17 
Pos 0—50; Neg 50-100 28/31 11 
Pos 0—40; Neg 60-100 24/28 4 


* Some correlations could not be computed because of lack of observations. 


** p < 0.05. 


Positive (Pos) and negative (Neg) refer to the type of evidence that is processed subsequently to measuring the anchor. For 
example, “Pos 0-60” means that anchors between 0 and 60 were included when the next evidence to be processed was 


positive. 


'2although there is a decrease in percentage of negative correlations, the probability of obtaining 24 or more negative 
correlations, for example, when 14 of 28 would be expected if the anchor had no effect, is 0.00016 (sign test). Thus, even 


the weakest results in Table 5 provide strong support for H4, 


The sensitivity of these results was evaluated by using an ANOVA with 18 subjects per anchor. Results were similar. 
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REINTERPRETATION OF PRIOR STUDIES 


To further evaluate the belief-adjustment 
model within a management accounting con- 
text, we reinterpret reported findings of two 
studies concerned with belief revision, Brown 
(1985) and Brown & Solomon (1987). This 
reinterpretation illustrates how the belief-ad- 
justment model can be applied in other manage- 
ment accounting contexts, providing additional 
insights and alternative explanations for some of 
the studies’ results. Neither study manipulated 
evidence order; therefore, our reinterpretation 
addresses only (1) the contrast assumption and 
(2) the assumption that tasks related to causal 
hypotheses are evaluation tasks as opposed to 
estimation tasks. Because the studies were not 
designed to test predictions of: the belief- 
adjustment model, conclusions drawn from the 
following analyses must be interpreted carefully. 

Brown (1985) investigated causal reasoning 
(belief revision) in performance assessment. 
The likelihood estimates (i.e. degrees of belief) 
of a labor efficiency variance’s hypothesized 
cause before and after receiving either confirm- 
ing (positive) or disconfirming (negative) evi- 
dence were assessed by forty student subjects. 
Strong positive (confirming, temporal order) 
evidence resulted in a significant increase in 
likelihood estimates. Strong negative (discon- 
firming, temporal order) evidence precipitated 
a decrease in likelihood estimates. Because the 
decrease was significantly larger than the in- 
crease, Brown concluded that temporal order is 
a noncompensatory cue-to-causality (1985, p. 
264). That is, temporal order must be present 
for the potential cause to have any strength as 
the perceived cause of an event. 

However, depending on the strength of the 
subjects’ initial anchors, the belief-adjustment 
model’s contrast assumption provides a poten- 
tial alternative explanation for the results. Given 
that it is reasonable to assume relatively strong 
initial anchors, the contrast assumption implies 
that negative temporal evidence would have a 
larger impact than positive temporal evidence, 
whether or not temporal order is a noncompen- 
satory cue-to-causality. Thus, the resuits may be 
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reflecting the contrast assumption and not the 
more restrictive noncompensatory relationship. 

For weak negative (disconfirming, covaria- 
tion) evidence, likelihood estimates decreased. 
For weak positive (confirming, covariation ) evi- 
dence, likelihood estimates also decreased, but 
the change was not significantly different from 
“no change”. Thus, except for weak positive evi- 
dence, likelihood estimates changed in the 
direction consistent with the assumption of 
evaluation tasks. For weak positive evidence, 
Brown speculates that the slight decline in likeli- 
hood estimates was because the evidence’s diag- 
nosticity was slightly below the subjects’ pre- 
evidence expectations (the anchor). In terms of 
the belief-adjustment model, Brown’s specula- 
tion implies that R = Sp1, which, if correct, is 
inconsistent with Hogarth & Einhorn’s concept 
of evaluation. 

Brown & Solomon (1987) asked 96 upper- 
level undergraduate and graduate business stu- 
dents to rate the extent to which they believed 
that a decision made by a capital budgeting com- 
mittee was a significant error in judgment. Some 
subjects received no information about the out- 
come of the project recommended by the capi- 
tal budgeting committee, while other subjects 
received information about one of three out- 
comes. The “likelihood of judgment error” rat- 
ing of subjects who received no project out- 
come information can be viewed as the initial 
anchor (Sy). Likelihood of judgment error rat- 
ings of subjects who received outcome informa- 
tion (i.e. a piece of evidence) can be viewed as 
updated beliefs (S,). Because the initial anchor 
was relatively weak (40 in one condition and 33 
in the other), positive evidence would be ex- 
pected to have a larger effect than negative evi- 
dence based on the contrast assumption. For the 
two “strong” pieces of evidence, this prediction 
holds. Further, on average, negative evidence 
reduced likelihood estimates and positive evi- 
dence increased likelihood estimates, consistent 
with Hogarth & Einhorn’s concept of evalua- 
tion. 

The belief-adjustment model also can be of 
assistance in interpreting Brown & Solomon’s 
(1987) main objective: to test the effect of “prior 
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involvement” of subjects in the capital budget- 
ing committee’s decision. In the condition in 
which subjects had no prior involvement in the 
committee’s decision, the effect of the evidence 
was large. However, in the condition in which 
subjects had prior involvement in the commit- 
tee’s decision, strong positive evidence, weak 
positive evidence, and strong negative evidence 
resulted in beliefs that did not significantly differ 
from each other nor from the initial anchor. 
These findings suggest a situational constraint, 
involvement in and therefore commitment to a 
course of action, which, in terms of the belief-ad- 
justment model, reduced the subjects’ sensitiv- 
ity to new information. That is, the constants a 
and B in equations (4) and (5) were lower for 
the prior involvement subjects, which reduced 
the impact of the evidence. 

In this section, we have illustrated how find- 
ings reported in empirical management ac- 
counting research studies not only can be inter- 
preted as general support for assumptions of the 
belief-adjustment model, but also may be en- 
hanced by it. Unfortunately, most studies re- 
viewed were not as directly applicable or as 
clearly presented as the two discussed above. 


SUMMARY AND DISCUSSION 


Summary and limitations 

In general, the belief-adjustment model pre- 
dictions concerning step-by-step belief revision 
are empirically supported in both generic and 
accounting scenarios. For generic scenarios, no 
order effects existed for consistent evidence 
(H1), large recency effects were present for 
mixed evidence (H2), the contrast assumption 
was strongly supported (H4), and anchor size 
was not related to the magnitude of the recency 
effect (H5). . 

For accounting scenarios, the belief-adjust- 
ment model was supported in that recency 
effects existed for mixed evidence (H2), the 
contrast assumption was found to be valid (H4), 
and anchor size was not related to the magnitude 
of the recency effect (H5). On the other hand, 
moderately large recency effects existed for 


J. P. DILLARD et al. 


some accounting scenarios, especially for con- 
sistent positive evidence, whereas the model 
predicts none (H1). 

These results should be evaluated in light of 
the study’s limitations. A laboratory environ- 
ment and a nonrandom sample of student sub- 
jects may limit generalizability to real-world 
tasks and decision makers. Also, +W evidence in 
accounting scenarios may not have been suc- 
cessfuly manipulated in some cases. Additional 
analyses, however, were presented when the un- 
successful manipulation may have affected 
hypothesis tests. Additionally, both H1 and H5 
are statistical null hypotheses and the failureto 
reject them could be for reasons other than that 
they are true. Although we attempted to reduce 
the likelihood of some alternative explanations 
by using relatively liberal significance levels 
(0.10) and testing the adequacy of experimental 
manipulations, the possibility remains that unde- 
tected effects exist. 


Additive versus averaging models 

Our study was designed to test the additive 
form of the belief adjustment model, that is, the 
tasks involved were designed to be evaluation 
tasks. However, all hypotheses except H1 also 
represent predictions consistent with the 
model’s averaging formulation, used for estima- 
tion tasks. According to Hogarth & Einhorn, a 
primary difference between evaluation and esti- 
mation deals with how evidence is encoded. In 
evaluation, evidence is encoded as negative or 
positive in reference to the hypothesis under 
consideration. Our experimental task used 
causal judgments in which evidence could be 
clearly seen as being for or against the specific 
hypothesis of concern. For example, in the ROI 
scenario, subjects were asked to specify the 
degree of belief in the hypothesis that a specific 
project contributed to the increased ROI for the 
period. On the other hand, in estimation, evi- 
dence is encoded as negative or positive relative 
to the currently held position. Examples of esti- 
mation tasks include assessing numerical aver- 
ages, specifying the average loudness of noises 
and specifying an overall impression of a person 
given certain attributes (adjectives ) (Hogarth & 


EVIDENCE ORDER AND BELIEF REVISION 631 


Einhorn, p. 10). The differences in how evi- 
dence is encoded lead to the different model 
formulations. 

For consistent evidence (H1), the additive 
formulation predicts no order effects, whereas 
the averaging formulation predicts recency. 
Overall, both the accounting and the generic 
scenarios support the additive (evaluation) 
model; however, the magnitudes of recency 
effects for some accounting scenarios (Table 2) 
support an averaging model. Thus, our results do 
not unequivocally support the additive model. 
Further, Tubbs et al. (1990) reported a recency 
effect (p = 0.061) for consistent positive evi- 
dence in an auditing context. 

Our manipulation check provides more evi- 
dence related to additive versus averaging mod- 
els. The “miscoding” of weak positive evidence 
in the accounting scenarios is not consistent 
with the additive model. Subjects perceived the 
evidence as positive, but, on average, slightly re- 
duced their degrees of belief in the hypothesis. 
Others have reported similar behavior (e.g. 
Ashton & Ashton, 1990). The averaging model 
allows for such behavior. Also, as discussed 
above, Brown (1985) teported a comparable 
finding and explained it using reasoning similar 
to that underlying the averaging model. 

These results suggest the possibility that an 
averaging model may be appropriate for some 
accounting tasks, Whether subjects adopt an es- 
timation perspective in some tasks and not 
others, whether the behavior relates only to 
weak evidence, or whether nontask-related vari- 


ables determine the type of model cannot be de-. 


termined from our data.’4 Further research is 
needed to explain and differentiate the alterna- 
tive process model formulations and to specify 
individual task selection criteria. This should in- 
clude research directed toward differentiating 
between encoding alternatives. 


Effect of recency on decisions 
For an applied discipline such as management 





accounting, the link between belief and action 
is important. For both generic and accounting 
scenarios, results suggest that although recency 
for mixed evidence influenced degrees of belief, 
it did not always impact decisions (H3 ). Further, 
even the magnitude of recency was not related 
to decisions. The two scenarios for which deci- 
sions were reliably different (Table 4) had the 
largest (stereo scenario) and smallest (ROI 
scenario) recency effects (Table 3), Messier 
(1990), testing the equivalent of H3, reported 
that recency effects did not impact decisions in 
two auditing scenarios. 

At least two explanations for these results 
exist. First, the pieces of evidence used in the 
present study (and in Messier’s, 1990, study) 
might be such that final beliefs in neither evi- 
dence order were close enough to the decision 
threshold to cause different decisions. Second, 
as mentioned earlier, other factors could moder- 
ate the relationship between final belief and de- 
cision. For example, data in Table 3 suggest that 
direction of movement from Sọ may affect deci- 
sions. For both scenarios in which evidence 
order had significant decision impact, average 
movement from S, was positive. For all other 
scenarios, average movement was negative. 
Thus, direction of change in degree of belief as 
new evidence is processed may have as much of 
an effect on the decision as do evidence order 
(i.e. magnitude of recency) and final belief. An- 
other example of a factor other than final belief 
that might impact decisions is second-order 
uncertainty, that is, one’s degree of confidence 
in the final belief. High degrees of second-order 
uncertainty may cause an individual not to take 
action, even if the final belief is high. 

Research on the relationship between final be- 
liefs and accounting decisions is needed. This 
should include identifying factors that moderate 
the expected relationship and circumstances 
under which such factors have differential 
effects. 


14 Ashton & Ashton (1990) report that auditors are more sensitive to negative evidence than to positive evidence, even in 
nonauditing tasks, whereas business executives do not exhibit this behavior. Thus, in some situations, the type of decision 


maker, rather than the task context, may be important. 
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Implications for management accounting 
practice and research 

If findings of this study generalize to real- 
world tasks and decisions, model predictions are 


important to management accountants. Assum- 


ing that one has control over evidence order (as 
a controller may in dealing with a plant man- 
ager ), to have maximum impact, evidence order 
should be structured so that the best and 
strongest piece of evidence is presented last, 
especially if individual pieces of evidence are of 
different signs. 

Of course, before such recommendations can 
be strongly endorsed, additional research on the 
applicability of the belief-adjustment model to 
management accounting is needed. Especially 
valuable would be field studies of how actual 
decisions are made. For example, although re- 
searchers often employ sequential decision 
models as the basis for laboratory studies, 
whether this type of model is used in practice 
has not been extensively investigated. Similarly, 
although the vast majority of studies of manage- 
ment accounting decisions has involved indi- 
viduals, it seems likely that in practice groups 
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often make decisions. Whether insights obtained 
from examining individual judgment models 
hold for group decisions is important in the 
study of management accounting decisions. 

In addition to being valuable for developing 
future research topics, some of which are pre- 
sented above, the belief-adjustment model is 
useful in interpreting and expanding results re- 
ported in prior management accounting re- 
search. In the two studies reviewed, the model 
was generally supported and it provided addi- 
tional insight into belief revision processes used 
by decision makers. 

From the current study, we conclude that 
psychological models, in particular the belief-ad- 
justment model, are useful for investigating and 
understanding belief revision processes used in 
management accounting decisions. Further re- 
search is needed to specify model parameters 
within the management accounting domain, as 
well as to investigate alternative formulations 
within certain decision contexts. The model also 
needs to be evaluated within varying task situa- 
tions to determine its generalizability. 
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Abstract 


Public accounting firms face an inherent dilemma, wherein conflicting cost and quality goals create a 
setting where social ambivalence thrives, This paper explores this dilemma, using an interpretative 
framework and data collected through interviews. The results suggest that, rather than directly addressing 
this dilemma, audit firms promote an attitude of compromise within individual audit staff members, This 
compromise, though, is never openly discussed, hence in Argyris’ words (Accounting, Organizations and 
Society (1977) pp. 113-123), a double bind exists within the control system: the undiscussable remains 
undiscussable. Blending auditor comments with related research, it is suggested that the social ambivalence, 
through undiscussability, is translated into ethical ambivalence (Jansen & von Glinow, Academy of 
Management Review (1985) pp. 814-822), resulting in individualized reconciliations of the cost/quality 
dilemma. The discussion ends with implications for research and practice. 


... the pressure to complete a job within the time esti- 
mate ... is a significant aspect of public accounting... . 
The pressure is always present and is often severe, even 
to the extent that promotion or professional success will 
usually hinge on whether the accountant can work fast 
enough to keep within the time estimate (Stettler, 1970, 
p. 430). 


A profession exists, not to compensate its members 
more or less handsomely, but to serve society (Mautz & 
Sharaf, 1961, p. 239). 


What would happen to a profession if the 
realities of the economic imperative were to 


overshadow the less tangible demands of soci- 


ety? Providing a service whose quality, except in 
times of extreme failure, is difficult to gauge can 
create a dilemma for the professional (Wilson & 
Grimlund, 1990; Holmstrom, 1984; Allen, 
1984b; Mautz & Sharaf, 1961). Short-term pro- 
fits may be earned if service quality (e.g. effort 
or cost) is curtailed, but should society begin to 





doubt the integrity of the service being pro- 
vided, the individual’s professional reputation 
may be damaged (Holmstrom, 1982, 1984). A 
damaged good seldom commands a high price in 
a competitive market (Akerlof, 1970, 1976). 
Public scrutiny of the audit profession, 
coupled with intense competitive pressures, 
appears to shape the context in which public 
accounting firms exist (Wilson & Grimlund, 
1990; Chow et al., 1988; Farmer et al., 1987; 
Dirsmith et al., 1985a, b; DeAngelo, 1981a, b; 
Sorenson, 1967). Hopwood (1978, 1983) has 
been a consistent, and vocal, proponent of the 
need to study accounting, and accounting-based 
control systems, in their organizational context. 
Yet most studies in the audit arena focus on the 
technical features of the audit process and the in- 
dividual auditor’s behavioral responses to vari- 
ous problem settings (e.g. judgment). Very little 
time has been spent on studying the audit firm as 


*The author extends appreciation to Larry Ponemon, Gordon Shillinglaw, Mike Denkensohn, Anthony Hopwood, Ken 
Merchant, Steven Johnson, and the anonymous reviewers in developing and refining this manuscript. Additionally, I wish to 
thank the Deloitte, Haskins and Sells Foundation for their support of the original research on which many of these findings 


are based. 
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an organizational form, and relatedly, the gover- 
nance of them (Chow et al., 1988). This paper, 
by focusing on the inherent cost versus quality 
dilemma embedded in the audit context 
(Dirsmith et al., 1985b) and its impact on the 
firm’s management control process (i.e. audit 
time budgets ), seeks to address this shortcoming 
in the extant literature. 

The following discussion is based on the 
results of an exploratory field study.’ Anchored 
in the interpretive paradigm (Burrell & Morgan, 
1979), this paper seeks to interweave the in- 
sights from the existing literature, empirical data 
in the form of interview-based subject re- 
sponses, and the observations and reflections of 
the researcher to provide a rich basis for explor- 
ing the internal governance structures of audit 
firms (Covaleski & Dirsmith, 1990; Burrell & 
Morgan, 1979). This interweaving takes place 
within a “critical perspective” reflecting Haber- 
mas’ concern with communicative distortion 
(Ingram, 1987; Burrell & Morgan, 1979; Haber- 
mas, 1970, 1973). 

Starting with a description of the audit envi- 
ronment, the discussion moves through the 
management control system and how it appears 
to transfer the firm’s dilemma to the individual 
auditor, and the manner in which organizational 
participants seem to interpret and respond to 
this influence. Finally, the implications of this 
analysis for research and practice are presented. 
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THE AUDIT CONTEXT 


Auditing, as a profession, obtained its man- 
date, or claim, to the attest function from the 
National Securities Acts of 1933 and 1934 
(Wallace, 1980; Montagna, 1974; Jackson, 
1970). Montagna (1974) describes this 
phenomenon as a form of social control of 
knowledge. “Because of its [CPA firm’s] mandate 
to perform these services, no other group can 
‘set itself out’ to compete in this area... the law 
prevents them from doing so”. With this public 
mandate has come ongoing public scrutiny of 
the profession’s behavior and the quality of its 
product (Chow et al., 1988), as evidenced by 
Congressional hearings (Dingell, 1988; Tread- 
way, 1987) and the intensifying dialogue around 
the concept of an “expectations gap” and its im- 
pact on the value of auditors’ services (Chow et 
al., 1988). 

The product supplied by the audit firm is a ser- 
vice that is labor-intensive: increasing service 
quality will increase service cost unless there are 
compensating improvements in efficiency. This 
service, represented by the audit opinion, is pro- 
vided in a highly competitive market that serves 
to drive engagement fees down. DeAngelo 
(1981a, b) was one of the first accounting re- 
searchers to point out that competitive pres- 
sures were causing large public accounting firms 
to “lowball” their initial fee structures to obtain 


‘Over the course of eight months (9/85—4/86) of fieldwork consisting of unstructured and structured interviews, surveys and 
Delphi panels, the researcher made contact with over 200 auditors from three of the major public accounting firms’ New 
York offices. Subjects were drawn randomly from the firms’ personnel lists. Of the original 200, 52 juniors, 50 seniors and 
48 managers participated, along with 11 partners, with respondents distributed across the firms. No response bias, firm or 
level effects, or other validity or reliability-threatening items were detected in the analysis of the survey instrument. This 
preliminary evidence is reported in McNair (1987). Since this time, additional insights and data to support this paper have 
been obtained through ex post interviews with study sponsors, academic and practitioner experts, and a follow on study 
conducted in conjunction with Professor Larry Ponemon, SUNY~Albany in 1989. 


*Habermas suggests that communicative distortion is “the basis of work relationships, a purposive rationality characterized 
by asymmetrical choice in the use of speech acts which reflects unequal power relationships” (Burrell & Morgan, 1979, p. 
295). Habermasian thought further suggests that this pathology of communication drives a desire for emancipation from 
domination, pursued “through the liberating potential of self-reflective language” (p. 29G). In this manner Habermas appears 
to provide a linkage between organizational domination and the inhibition of learning, reflective of Argyris’ (1977) concern 
with double binds, a form of distorted communication. 


o 
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audit clients. Planning to raise these fees over 
time, as well as capture more lucrative aspects of 
the client’s business (e.g. consulting and tax 
work), the firms entered into bidding wars for 
clients that, today, appear to be making audit 
services a “loss leader”. 

Hence, public accounting firms face severe 
cost constraints on the attest function. Being a 
service, though, the attest function’s value to the 
market is based on its perceived quality (Wilson 
& Grimlund, 1990; Holmstrom, 1984; Allen, 
1984b): its market “reputation”. Specifically, re- 
searchers exploring the role of reputations in a 
service setting suggest that reputations may 
mediate the risk of moral hazard’ when a key 
characteristic, such as auditor competence or 
care, is unobservable (Holmstrom, 1982, 1984; 
Carmichael, 1984; Allen, 1984a, b). 

Holmstrom (1982, 1984) formulates his 
model in a setting where there are defined cost 
and quality tradeoffs, and where the firm (or 
agent) faces a competitive market for the ser- 
vice. Descriptive of the context of auditing, this 
cost/quality tradeoff appears to create an inhe- 
rent dilemma for the public accounting firm 
(Chow et al., 1988). Economic survival pushes 
the firm to reduce the time (i.e. cost) spent in 
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completing an audit (DeAngelo, 1981a, b), yet 
quality concerns drive them to invest greater 
amounts of time (Holmstrom, 1984; Mautz & 
Sharaf, 1961). The question that remains, 
though, is how this area of compromise, or judg- 
ment, is defined within the organizational boun- 
daries of the audit firm, and subsequently con- 
veyed to the individual audit staff member. 

Figure 1 reflects the nature of the audit setting 
suggested here: quality concerns push toward 
increasing levels of analyses (e.g. effort), while 
cost constraints initiate the search for effort-re- 
ducing techniques, such as statistical sampling. 
The dotted area in Fig. 1 represents a “zone of 
compromise” wherein the conflicting goals are 
actively, and equally, traded off by the firm or 
the individual auditor. 

The organizational landscape, or context, of 
auditing appears to be framed by this inherent 
cost/quality tradeoff. Yet, the ambivalence 
characterizing the audit setting may be, in part, 
epistemic: given that audit quality is difficult to 
define and measure, it may be impossible to 
identify, or define, the requisite level of effort 
(i.e. how much work is enough ). This cost/qual- 
ity dilemma, therefore, may create “permanent 
structures of distorted communication” (In- 











COST COST 
low high 
Quality Quality 
low high 
maximize maximize 
profitability Zone of compromise quality 


maximize any 
s.t. cost constraints 
(i.e. time budget) 


Fig. 1. The audit context. 


3 Moral hazard is defined by Holmstrom in a working paper dated May 1984 titled “The Provision of Services in a Market 
Economy” in this manner (p. 7): “Moral hazard refers to problems associated with the buyer’s inability to observe actions 
taken by the seller ... Since care is hard to measure there is an obvious temptation for the seller to undersupply it unless 
incentives are provided to assure proper care.” He goes on to note that if true quality is unverifiable, or if there are 
exogeneous factors that make the service outcome uncertain, then a true moral hazard situation exists. These factors are 


present in the audit setting. 
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gram, 1987, p. 13; Habermas, 1970) in response 
to the undefinable boundaries of the problem it- 
self, a structure which impedes open discourse 
and organizational learning (Argyris, 1977).* 


A self-regulated profession 

Public accounting is a self-regulated profes- 
sion (Shahed & Sutton, 1981). Facing the ever- 
present risk of outside interference (e.g. govern- 
ment regulation) should the “quality” of their 
product, the attest function, deteriorate (Wilson 
& Grimlund, 1990; Holmstrom, 1984; Allen, 
1984a, b; Guy, 1984; Larson, 1977), public ac- 
counting firms need to ensure that individual 
members adhere to accepted tenets of profes- 
sional behavior (AICPA Commission on Au- 
ditor’s Responsibilities (CAR), 1978; Montagna, 
1974; Mautz & Sharaf, 1961). Chow et al. 
suggest that this concern with quality is increas- 
ing within the profession (1988, pp. 173—174): 


The recent rise in litigation and judgments against au- 
ditors raises questions regarding the pricing and quality 
of audit services, as well as concerns for the financial via- 
bility of the profession ... In the present setting, there is 
enhanced attention to creating an ethical control envi- 
ronment within professional organizations. Intolerance 
of the profession for “quick ticking” or similar unethical 
behavior is reportedly being demonstrated through 
more overt and expedient sanctions. The extent to which 
these objectives are achievable through changes in the 
Code of Ethics of the AICPA, adoptions of codes of con- 
duct by professional organizations, performance evalua- 
tion and the administering of sanctions or rewards, and 
through education and training is among the set of re- 
search challenges facing the profession. 


There are many avenues open to the firm in guid- 
ing individual auditor judgment and behavior. 
The development, and enforcement, of profes- 
sional ethics noted by Chow et al. is one such 
tool (Ponemon, 1990; Loeb, 1978). But, given 
the limited observability of auditor behavior and 
professional judgment, the sole reliance on pro- 
fessional ethics to ensure desirable behavior is a 
questionable recourse for audit management. 
Public accounting firms, therefore, appear to 
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place significant emphasis on their management 
control structures. 


MANAGEMENT CONTROL: EMBEDDING THE 
DILEMMA 


Management control systems are tools used 
by management to convey the goals of the or- 
ganization, and ensure that these goals are pur- 
sued by organizational members (Merchant, 
1985; Hofstede, 1967; Anthony, 1965). In the 
audit setting these goals can be summarized as 
“maximize chargeable hours” (i.e. profitability) 
and “maximize audit quality”. Given the fact that 
more quality appears to be related to more ef- 
fort, or cost, the audit firm’s goals can be de- 
picted as conflicting forces that shape the audit 
environment. 

One specific technical control, time budgets, 
appears to reflect the conflicting goals faced by 
the audit firm. They are used to plan the audit, 
and ex post, to evaluate the performance (i.e. ef 
ficiency ) of the audit team (Kelley, 1984; Flem- 
ing, 1979; Douglas, 1977). Time budgets have 
been tied to numerous forms of “dysfunctional 
behavior” in the audit setting, such as the under- 
reporting of chargeable time, shifting of time be- 
tween clients and within budget categories, and 
premature signoff (Kelley & Margheim, 1990; 
Choo, 1986; Margheim & Pany, 1986; Alderman 
& Dietrich, 1982; Lightner, 1980; Lightner et al., 
1982a, b; Gaertner & Ruhe, 1981; Rhode, 1978; 
CAR, 1978; Rhode et al, 1976). Mintzberg 
(1979, p. 378) provides some insight as to why 
this may occur: 


... technocratic controls only serve to dampen profes- 
sional conscientiousness ... Controls also upset the deli- 
cate relationship between the professional and his client, 
a relationship predicated on unimpeded personal con- 
tact between the two. 


Hence, it can be argued that, because of the am- 
biguity, and unobservability, characterizing 


‘The insights reflected in this paragraph, provided by an unnamed reviewer of an earlier draft of this article, are gratefully 


acknowledged. 
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management control processes in the audit set- 
ting, the cost versus quality dilemma may need 
to be internalized by the individual auditor 
(Beath, 1984; Mintzberg, 1979; Montagna, 
1974) to ensure the appropriate case-by-case 
analysis and response. 

This setting is further complicated by unob- 
servability. Whereas the time an individual 
spends on a specific audit task could be moni- 
tored, the care given, or skill and judgment 
applied, is unobservable (Holmstrom, 1984). In 
reality, even the actual time spent is unobserved 
because each individual is working in isolation; 
the managing staff member is occupied with his 
or her own tasks, leaving little time for directly 
supervising the work of the other staff members 
(McNair, 1987; Rhode, 1978). Hence, training, 
and highly detailed procedural checklists and 
techniques, are relied upon to guide the indi- 
vidual staff auditor during task completion 
(Mintzberg, 1979). 


Up-or-out: adding internal competition to the 
problem 

Providing a service that, due to its reliance on 
expertise, is basically unobservable and hence 
uncontrollable with respect to the level of com- 
petence and conscientiousness brought to the 
audit setting by the individual auditor, the firm 
must rely on socialization and internalized 
ethics to ensure ongoing quality (Mintzberg, 
1979).° Montagna (1974, p. 85) underscores the 
importance of unwritten rules, or norms, in this 
setting: 


In all occupations, institutionalization is manifested in 
the form of formal and informal rules. The informal rules 
are the norms, and the formal rules are the codes or law. 
Generally, for the professions, a greater number of the 
rules remain informal than for nonprofessional occupa- 
tions. They remain unwritten; they are “informally for- 
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malized” ... there is a behavior norm covering every 
standard interpersonal situation likely to recur in profes- 
sional life .. . they become part of the behavior pattern of 
the socialized CPA. The weeding-out process of promo- 
tion, itself a set of unwritten rules, has seen to this. 


This rigidly enforced “up-or-out” policy is at the 
heart of the audit bureaucracy. Individuals are 
evaluated based on different criteria over their 
career (McNair, 1987; Montagna, 1974) as they 
change their role in the firm, and in client rela- 
tionships. If an individual is not promoted within 
the usual “window”, she or he is counseled to 
leave the firm. The up-or-out policy sets up a 
series of screens for identifying those individuals 
who appear to behave in a manner congruent 
with organizational objectives (Spence, 1973, 
1976; Akerlof, 1976; Stiglitz, 1973). 

Hence, while turnover remains an ongoing 
point of concern for the firm (Abelson & 
Baysinger, 1984), it is not because high levels of 
turnover in the staff auditor ranks is not a neces- 
sary part of the structure of the firm, but rather 
that, to quote one partner, “all of the best seem 
to be the ones first to leave. We are left with the 
mediocre, those good enough to make it 
through the promotion screens, but definitely 
not the best and brightest”.° Why? To continue 
on with the conversation with the subject, “They 
are the first to get an offer from one of our 
clients. Faced with higher salaries, fewer hours, 
and in general, less stress, they move”. Montagna 
(1974) discovered a similar pattern in the turn- 
over of audit staff members. 

While a significant proportion of the individu- 


-als who remain with the firm for five years make 


it to the manager ranks, it is much more difficult 
to make it through the final “screen” to partner 
(McNair, 1987; Montagna, 1974). Montagna 
describes this final screen (1974, p. 49): 


As suggested by an anonymous reviewer, the unobservability of actual effort, or time spent on an audit task, is reflective of 
an agency problem wherein the partners are the principals and the audit staff the agents. In such a setting, the principal 
attempts to devise an incentive contract that motivates the individual to perform in the best interests of the firm. Socialization 
in the audit context, therefore, can be understood as a “soft solution” to the agency problem of moral hazard. 


This is a direct quote from a partner in charge of personnel for one of the largest offices of a “big six” public accounting firm. 
It is not representative of any detailed empirical findings, or of the opinions of the author, but merely used to represent the 
fact that the environment is turbulent, with high pressure placed on individuals for efficient performance. 
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Those who managed to get by the previous less severe 
screenings are now discretely told if their chances to ob- 
tain partnership are very slim ... The reason may be their 
lack of high-calibre technical ability, but just as likely it 
may be due to personal habits or eccentricities that dis- 
turb the smooth flow of work and relations with the client. 


This screening process was clearly recognized 
by participants in this study, as reflected in the 
following quote. 


Partner. The primary variables, or drivers, in our culture 
are compromise, rationality, flexibility and strong inter- 
personal skills. We don’t want any “Attila the Hun” types. 


Compromise is defined in Webster’s dictionary 
as, “an adjustment of conflicting claims or princi- 
ples by the sacrifice or surrender of a part of 
each” (1981, p. 327). The language used by the 
partner appears to reflect the inherent dilemma 
embedded in the audit setting. 


A basic model of control 

This discussion suggests a basic model of the 
management control process in audit firms (see 
_ Fig. 2; Mihal et al., 1984; Miles, 1975; Tannen- 
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baum, 1968). As can be seen, the audit context 
is the starting point. The firm responds to its 
environmental demands both in setting its goals 
and in designing a series of control “tools” to 
impact individual auditor behavior. The tools 
noted are basic selection and training pro- 
cedures, job design (e.g. division of work and 
use of detailed checklists to guide completion), 
time budgets and related audit task controls, 
personal direction (e.g. policies of firm as well 
as direct supervision ), and finally, the incentive 
and reward system (Jansen & von Glinow, 
1985; Merchant, 1985; Ferris & Larcker, 1983). 

The organization interfaces with the indi- 
vidual staff member through these control tools. 
Each of these control tools emits a signal to the 
audit staff member about the way a specific task 
should be performed (i.e. quality objectives), 
and the cost (i.e. time) constraints for comple- 
tion. If the signals are congruent, the individual 
is given a clear message about desired perform- 
ance. To the extent that the individual is moti- 
vated to adhere to the messages, the desired per- 
formance can be expected to ensue (Chilton, 
1987; Ferris & Larcker, 1983; Douglas, 1977; 


Interface : organization to individual 
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Fig. 2. An integrated model of control. 
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Lawler, 1968, 1973; Lawler & Suttle, 1973). 

This preponderance of control tools opens 
the potential for the emittance of conflicting sig- 
nals by the management control system. In this 
situation, the audit staff member is forced to de- 
_ cide what behavior is really desired, because the 
receipt of conflicting messages makes choice 
necessary on the part of the individual auditor 
(Payne, 1980; Argyris, 1977). Rather than a 
black or white, obey or disobey, situation, the 
audit staff member must both interpret the sig- 
nals and decide which appear to be the most im- 
portant, doing so within the boundaries of her or 
his own individual motivational system (Doug- 
las, 1977; Lawler, 1968, 1973). 


TIME BUDGETS AND AUDITOR BEHAVIOR 


In discussing the role of the time budget in 
audit firms, Douglas (1977, p. 8) notes: 


To elaborate on the motivation project, consider the con- 
flict that might result if accountants tried to meet some 
of the important objectives specified by national CPA 
firms. Three important objectives described during a 
discussion with a manager of a national CPA firm are: (1) 
to render quality service to the client, (2) to have a high 
realization percentage on an engagement (dollars billed/ 
dollars charged), and (3) to maximize chargeable hours. 
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These objectives are the basis for the audit time 
budget (Stettler, 1970). Time budgets, there- 
fore, appear to reflect the conflicting goals faced 
by the audit firm. They are used to plan the audit, 
and ex post, to evaluate the performance (i.e. ef- 
ficiency ) of the audit team (Kelley, 1984; Flem- 
ing, 1979; Douglas, 1977). Hence, it can be 
argued that audit time budgets may potentially 
lead to a “mixed signals” control situation. 

Conflicting audit firm goals (i.e. profit and 
quality) may create an underlying tension in the 
firm that is translated to the individual auditor 
through the time budget and time reporting pro- 
cess, as suggested in Fig. 3. Specifically, top man- 
agement (i.e. manager or above), responsible for 
bidding and accepting the fee structure for a 
specific audit, passes this budget constraint on to 
the “in charge” for the job, who creates the de- 
tailed time budget for each stage in the audit pro- 
cess. 

Once the time budget is set, actual perform- 
ance of the audit occurs. Individual auditors 
complete the audit schedules and submit de- 
tailed time reports at designated intervals (e.g. at 
completion or in daily or weekly reports ). These 
time reports become the primary signals, or 
feedback mechanisms, for top management, giv- 
ing them information about the cost, status, and 
budget accuracy for the job. 


dit 
Kpapers/ 
fAport 





honesty ? 





Zone of compromise 


Fig. 3. The time budget phenomenon. 
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Looking at the auditor’s problem, depicted 
within the dotted lines of Fig. 3, there appear to 
be at least three decision points: (1) an overall 
evaluation of the attainability of the audit; (2) 
the decision on the degree of effort to put for- 
ward (e.g. finish the audit? ); and (3 ) the develop- 
ment and transmission of the time budget re- 
port. The attainability of the audit time budget is 
a critical factor in determining the degree of 
pressure the budget creates for the audit staff. 

The second decision, that of the actual effort 
expended versus that needed to adequately 
complete assigned tasks, directly impacts on the 
quality of the final audit product. If inadequate 
effort is put forward, such as “quick ticking”, it 

.can easily go undetected. This type of behavior, 
namely a failure to exercise due care, can in the 
extreme (i.e. premature signoff), undermine the 
integrity of the audit process. The inability to 
monitor true effort is perhaps the most critical 
exposure, or danger, faced by an audit manage- 
ment held accountable for audit integrity by the 
public. 

The third decision faced by the auditor is how 
many hours to place on the time report. Since 
true effort is unobservable, the auditor may re- 
port truthfully, underreport, shift time between 
tasks, or overreport actual time. As suggested 
above, the ability to adequately complete an 
audit within the time budget has been previ- 
ously found to be a primary criterion for promo- 
tion within the audit setting (Covaleski et al., 
1989; Dirsmith & Covaleski, 1985a; Douglas, 
1977; Stettler, 1970). 


The impact of budget pressure 

The “in-charge” senior directs the on-site 
audit procedures. He or she develops the de- 
tailed audit time budget and work assignments. 
This gives them “front-line” control over the 
cost and quality of the audit. With the limited ob- 
servability and direct supervision that charac- 
terize a professional bureaucracy (Mintzberg, 
1979), they are given discretionary power to 
settle ongoing problems. A poignant view of the 
issues faced by the senior on the receiving end of 


management’s budget is captured by this state- 


ment: 
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Rising costs have placed severe constraints on our fee 
structure. On complex clients, this constraint has even 
further ramifications as more audit time must be spent 
but fees cannot rise. In many cases the manager and part- 
ner have agreed to a fee before the budgetary process has 
taken place. Seniors must then back into a “fake” budget 
and use this as a tool to motivate and train staff. Having re- 
fused to do this on my latest job, I developed a real 
budget which was approximately one third greater than 
the fee estimate, which my manager refused to recognize. 
Needless to say, actual exceeded even my budget, and I 
got creamed for the blow, especially since my manager 
felt I didn’t control my staffs time. This is a prime 
example of senior discontent. 


In prior research in the manufacturing sector, 
a phenomenon called “budget-biasing” has been 
documented. Budget-biasing occurs whenever 
budget estimates of future performance are pur- 
posively adjusted up or down from true ex- 
pected performance (Lukka, 1988; Hofstede, 
1978). Lukka (1988, p. 291) notes: 


As with many other important organizational 
phenomena, budgetary biasing is shown to be at the 
centre of many interrelated and sometimes even con- 
tradictory factors. An actor’s intentions are interpreted as 
the synthetic core of his or her behaviour. 


Reflecting on the time budget phenomenon in 
the audit setting, only those at the controlling 
level (e.g. audit management, or principals) 
have the ability to bias the setting of the time 
budget targets. The senior, who is on the receiv- 
ing end ofa total time budget for the audit, is re- 


‘sponsible for translating the total time budget 


into segments based on the type of audit task to 
be performed, the degree of testing to be com- 
pleted, and related issues (such as staff experi- 
ence levels). 

With future promotion contingent on the ef- 
fectiveness, and efficiency, of the completion of 
the audit procedures, the senior is faced with a 
very difficult problem. The intensity of this re- 
sponsibility is clearly reflected in the quotation 
above. This unsolicited comment was collected 
early in the research process. It was the first 
“trigger”, or proof, that the time budget pressure 
was not acceptable to all audit staff members. 
And, it appeared that “calling the game” was 
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an improper response, if the quote is an 
accurate portrayal of the sequence of events in 
this instance. A high pressure setting, with 
the primary pressure point for ongoing task 
efficiency, and hence cost control, centered at 
the senior level.” These high levels of account- 
ability and pressure are not limited to the initial 
receipt of the time budget. Ex post impacts are 
also evident, as suggested below: 


The worst part is the job wrap-up. This is when you really 
“nuke” .the budget because it takes too long to get 
through all the forms. During the audit itself, you're al- 
ways putting out fires, focusing in on the high risk areas. 
At the end of the job everyone else’ moves on, and the in- 
charge is left to do all the drudge work alone. It’s unpleas- 
ant, time consuming, and highly inefficient, and can 
create major cost problems late in the audit if you dis- 
cover that some schedules weren’t done right, or needed 
tests not performed. 


It appears, therefore, that the responsibility 
for “wrapping up” the job falls to the senior in- 
charge of the audit, the assumption being that 
this simply entails the collation and summary of 
task reports furnished by other audit staff mem- 
bers assigned to the job. This belief appears to 
permeate management, as the following quote 
suggests: 


If you go “bust” on a project, what really drives you crazy 
is not getting the information on the problem until the 
computer reports come out... . Information feedback is 
the key. If everyone is made aware early that the job is 
going bad, they can work towards some type of com- 
promise. But if you don’t find out until the last minute, 
then nothing can be done, and the firm simply eats the 
loss. 


The audit senior suggests that the wrap-up por- 
tion of the job is where the “budget is really 
blown”. If this is so, no early feedback can occur: 
no compromise is possible. The language of the 
partner suggests that this is an avoidable situa- 
tion, that of the senior in-charge that is unfore- 
seen, and hence unavoidable. 

These conflicting quotations are even more 
intriguing given the fact that the partner un- 
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doubtedly passed through the senior in-charge 
position at this firm on the way up the promo- 
tion ladder (Montagna, 1974). These contradic- 
tory realities, therefore, are even more telling of 
the informal learning process, the internaliza- 
tion of the business of auditing, that lies at the 
heart of the audit firm’s evaluation system. 


The business of auditing 

Based on in-depth discussions with audit per- 
sonnel, “learning the business of auditing” ap- 
pears to be the major factor in the audit setting 
critical for promotion and ongoing success. The 
“business of auditing”, as described by audit staff 
at various levels in the firm, refers to the au- 
ditor’s ability to maximize the profitability of an 
individual audit. Optimal profitability arises not 
only from maximizing the basic efficiencies in 
performing the audit tasks, but in learning which 
budget overruns are billable, and which are not. 
The “business of auditing” appears to be the 
mode for teaching auditors how to trade off the 
three competing objectives identified by Doug- 
las (1977), hence it appears to embody the zone 
of compromise detailed in Fig. 1. 

Senior audit staff members repeatedly 
brought up this concept, and its importance for 
promotion to manager in the firm. When 
queried about how this knowledge was gained, 
the consistent response was, “from other indi- 
viduals in the firm”. Hence, the business of audit- 
ing, while critical to economic survival of the 
firm, was not openly discussed at these sites. 
This pattern of informal communications was 
previously documented by Dirsmith & 
Covaleski (1985a, p. 155): 


While the formal policy for every office from which 
people were contacted was that “eating time” was strictly 
forbidden, the informal system noted that it is one way of 
demonstrating a commitment to the firm and also the 
client. 


This screen, or understanding of the desired de- 
gree of compromise between conflicting cost 
and quality goals, though, is undiscussable. 


This supervisor-centered pressure has been documented in manufacturing settings (Hopwood, 1972, 1976), yet its intensity 
and its impact on the individual’s personal life appear to be augmented in the audit setting. 
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Covaleski et al. (1989, p. 33) also document 
his phenomenon, calling it a “numbers orienta- 
ion” learned through mentoring: 


... the more highly competitive the client market among 
the Big Eight, the more mentors tended to stress “looking 
after the numbers” (earlier identified as realization rates, 
client billings, time budget averages, revenue and profit 
per partner). ... This numbers-orientation was reported 
to take place in both fact and appearance. That is, mana- 
gers had to do things to produce the right numbers, and 
also these numbers had to be prominently displayed in 
the partner promotion documentation. 


Jne tool for conveying the requisite “numbers 
rientation” is the time budget. 

Argyris (1977, 1980) describes this type of 
control situation as a “double bind”. A double 
ind exists when an individual is faced with a 
lose—lose” situation, namely the pressures of 
he control process force them to take actions 
which are prohibited by the system, yet the situ- 
ition itself is undiscussable; discussing it would 
wing to light the inner contradictions of the 
ontrol process (e.g. ambivalence). 

Returning to Fig. 3, then, the firm is argued to 
lirectly impact the auditor at two points in the 
tudit process: when the budget is transferred to 
he senior, and, when the time reports and final 
tudit workpapers are sent to audit management 
it completion of the engagement. The budget- 
yased pressure arising from the perceived unat- 
ainability of the budget is augmented by the 
‘elationship between the auditor’s perceived 
;ompetence (e.g. ability to meet budget without 
mpacting quality; compromise) and future 
yromotions within the firm, which is based on 
he final reports issued to audit management. 
-ukka (1988, pp. 288, 296) provides us with in- 
‘ights on the impact this linkage may have: 


... Generally it is assumed that the effects of the reward 
system have the closest links with the ex post alternative 
of the performance evaluation intention ... 

... Although the biasing intentions were often some- 
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what unclear, the most important of the three biasing in- 
tentions defined above seemed to be, in this firm, the per- 
formance evaluation intention. 


Based on prior findings, then, tying evaluation to 
the budgeting process intensifies the budget- 
biasing phenomenon (e.g. underreporting of 
chargeable time in the audit setting ). In the audit 
setting these factors are clearly linked, but the 
process by which the auditor learns to effec- 
tively trade off cost and quality concerns is 
poorly defined and communicated through in- 
formal control channels. The “double bind” is 
clearly undiscussable, and as indicated by the 
senior’s quotation above, it appears that any at- 
tempt to “call the game” is equivalent to career 


suicide. 


SOCIOLOGICAL AND ETHICAL AMBIVALENCE 


Sociological ambivalence (Merton & Barber, 
1963; Merton, 1963, 1976) denotes the situa- 
tion where an individual appears to be pulled in 
psychologically opposite directions. Merton & 
Barber (1963, p. 93 ) argue that sociological am- 
bivalence is “built into the structure of social 
statuses and roles”, therefore it exists whenever 
an individual is faced with “incompatible norma- 
tive expectations or attitudes, beliefs and be- 
haviors assigned to a role or set of roles in a 
social system” (Jansen & von Glinow, 1985, p. 
815; see also Merton, 1976). In other words, am-- 


‘bivalence occurs whenever conflicting signals 


about desired behavior are generated by the or- 
ganization’s management control system. 
Merton & Barber (1963, p. 103; see also 
Jansen & von Glinow, 1985) provide further in- 
sight on how these conflicting messages are re- 
flected in the organization’s control system.® 
They note, “major norms and the minor counter- 
norms alternatively govern role behavior to pro- 
duce ambivalence”. While norms refer to the set 


This quotation also appears in Jansen & von Glinow’s (1985, p. 815) work. Since this article serves as the primary theoretical 
itructure for this examination of the audit structure, much of the basic theory development will follow that used in their 
nanuscript. Wherever a direct reflection of this development occurs here, the cite from the original work will be followed 


xy a “see also Jansen & von Glinow, 1985”, 
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of beliefs that define the desired, or “appropri- 
ate”, behavior for individual members of the org- 
anization (Katz & Kahn, 1966), counternorms 
capture those informal rules and procedures 
that encourage “inappropriate” behaviors 
(Jansen & von Glinow, 1985). 


The need for ambivalence 

Sociological ambivalence is argued to be a 
functional element of any environment where 
“different contingencies”, or conflicting en- 
vironmental and organizational forces, exist 
within a setting, or context (Jansen & von 
Glinow, 1985): 


The lay observation that an organization would come to 
a grinding halt if everyone narrowly followed the rules 


expresses the need for inconsistency and maneuvering 


room provided by counternorms. 


Mills (1983, pp. 281—282) suggests that 
“sociological ambivalence allows individuals to 
create autonomy for themselves by means of 
legitimated inconsistent behavior”. 

Merton & Barber discuss these interacting 
forces (1963, p. 104; see also Jansen & von 
Glinow, 1985): 


Behavior oriented wholly to the dominant norms would 
defeat the functional objectives of the role. Instead, role- 
behavior is alternatively oriented to dominant norms and 
subsidiary counternorms in the role. The alternation of 
subroles evolves as a social device for helping men in de- 
signated statuses to cope with the contingencies they 
face in trying to fulfill their functions. 


Within the audit setting, then, norms appear to 
embody the factors used in determining the 
firm’s market reputation (i.e. quality), which im- 
pacts its ability to obtain, and retain, clients (Wil- 
son & Grimlund, 1990). Conversely, it can be 
argued that counternorms may be used to con- 
vey the cost, or profitability, needs of the firm to 
individual members. In this manner, the firm 
may mask the economic imperative by embed- 
ding it in counternorms and unwritten policies 
rather than the formal management control sys- 
tem. The stated policies and standards become 
the firm’s visible signals to the market that its 
priorities are in synchrony with market expecta- 
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tions. The time budget becomes the stage on 
which the realities of contextual ambivalence 
are played out; the promotional screens faced by 
the auditor are the acts of the play. 

Therefore, it can be argued that the audit envi- 
ronment, by its very nature, is one where 
sociological ambivalence thrives. This ambiva- 
lence is functional for the firm, providing it with 
the means to protect its market reputation for 
quality service, while informally safeguarding its 
economic viability. Yet this inherent ambiva- 
lence, functional though it may be for the audit 
firm, has troubling implications for the indi- 
vidual. 


Ethical ambivalence and individual bebavior 

Sociological ambivalence appears to be an in- 
herent part of the audit setting, yet, given the fact 
that this embedded dilemma is only communi- 
cated through informal mechanisms (e.g. norms 
of performance and evaluation), the problem 
passes from the firm to the individual auditor for 
resolution. The pressures of the environment ap- 
pear to make this invisible system of com- 
promise necessary, yet in the process, the firm 
creates “permanent structures of distorted com- 
munication” (Ingram, 1987, p. 13; Habermas, 
1970). These permanent structures are em- 
bodied in the “business of auditing”. Yet Jansen 
& von Glinow (1985, p. 815) suggest that sup- 
port of counternorms, such as underreporting, is 
undesirable: 


Counternorms are ... generally inappropriate and so- 
cially undesirable, Although they may be tolerated as 
counternorms, important stakeholders may find them in- 
tolerable as norms. Thus, if the reward system inadver- 
tently supports these counternorms, a special type of 
sociological ambivalence ... ethical ambivalence, is 
likely to result.... Ethical ambivalence is a form of 
sociological ambivalence in which (a) the behaviors, at- 
titudes, and norms that are shaped and maintained by the 
organizational reward system conflict with (b) the be- 
haviors, attitudes and norms congruent with the ethical 
values and judgments of organizational stakeholders. 


Returning to the earlier discussion by Chow et 
al. (1988, pp. 173-174), they appear to im- 
plicitly recognize this problem in stating: “The 
recent. rise in litigation and judgments against 
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auditors raises questions regarding the pricing 
and quality of audit services, as well as con- 
cerns for the financial viability of the profes- 
sion”. 

The “business of auditing” creates an ethical 
ambivalence setting in a general sense, but what 
specific signals are sent to the audit staff member 
during the various stages of an audit to create 
ethical ambivalence? First, as suggested by 
Douglas (1977 ), they face three general goals, or 
signals: deliver a high quality audit, maximize 
chargeable time, and maximize their “realization 
rate” (dollars billed or dollars charged). Com- 
ments from study participants suggest that sev- 
eral signals are given, the most onerous falling 
under the term “responsibility quotient”: 


Partner: Auditors in this firm utilize a “responsibility quo- 
tient” when charging their time. It’s socially communi- 
cated to new staff members. Say lunch runs 11⁄2 hours — 
they will back off 12 hour. At the end of the day, they de- 
cide to rest for 1⁄2 hour. They'll back that off from their 
time sheets too. So, they basically take off all personal/ 
downtime. They don’t think of this as eating time. 


This belief, defined through the value-laden 
term “responsibility”, appears to drive the cost 
consciousness necessary for firm survival into 
the social fabric of the organization. The expec- 
tation is that the auditor will only charge the 
client, and hence the firm, for efficient use of 
time. In other words, 100% efficiency is ex- 
pected. The implications of this expectation are 
overwhelming, taking away the very human 
need to rest that even Taylorites built into their 
performance standards (Aitken, 1985; Tuck 
Conference Proceedings, 1912). 

Reflecting back on earlier passages, the time 
budget, set at “very tight” levels due to competi- 
tive: pressures, appears to be rationalized 
through the organizational norms defined by the 
“responsibility quotient’. This contextualizes 
the concept of underreporting of chargeable 
time, separating it from more traditional budget- 
biasing phenomena. The following quote 
suggests the way this expectation is interpreted 
by a senior auditor: 


The official policy of the firm is that eating time is forbid- 
den, and if you are caught, something will happen to you. 
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Its not clear what that “something” is. The unofficial 
policy, though, is that people should report their effi- 
cient time. So, if you spend 1 hour in an 8 hour day chat- 
ting with the other people on the job, you should charge 
in 7 hours. This has been communicated to me by numer- 
ous people I’ve worked with. 


The divergence between the formal and infor- 
mal systems is clearly recognized by this indi- 
vidual, as is the concept of responsibility. For the 
senior, the presence of this “responsibility” is 
simply stated as a fact, an understood expecta- 
tion that the individual will only report the time 
spent generating value for the firm and the 
client. The level of commitment to this norm 
present in the partner’s language, though, ap- 
pears to be lacking. 

The senior notes that this expectation is com- 
municated by “numerous people” within the 
audit setting, hence is a defined part of the 
socialization process within the organization 
(Feldman, 1984; Mintzberg, 1979). If internaliz- 
ing the “responsibility quotient” is a socializa- 
tion process, then it would be expected that 
early entrants to the firm might have a different 
view of its appropriateness. This is supported by 
the following quotation: 


Junior. 1 feel there is an over-emphasis on time budgets, 
to the extent that we sign off on audits that haven’t been 
fully completed. There is too much pressure on seniors 
to meet budgets. They often imply to their subordinates 
not to charge what they consider unjustified time. When 
the client is late in supplying documents or backup, we 
are pressured not to charge the time waiting for the 
client. I don’t think these are fair policies. 


This series of comments is interesting in the 
way the language changes, moving from the 
junior’s obvious resentment of what he feels is 
undue pressure to meet budget, through the 
senior who sees the concept of “efficiency” as a 
fair way to judge whether or not to charge her 
time, ending with the partner who no longer 
even questions the situation, but rather espouses 
the belief that charging “inefficient” time is un- 
acceptable behavior for an audit staff member. 
Moving through the hierarchy, the social 
mechanisms used to convey the “cost conscious- 
ness” the firm relies upon for profitability ap- 
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pear. Montagna (1974, pp. 102—103 ) comments 
on earlier findings by Sorenson (1967) that ap- 
pear to correlate these findings: 


The perceived bureaucracy is much greater at the lower 
levels. In an examination of twenty-four branch offices of 
four of the Big Eight, Sorensen found a conflict between 
professional and bureaucratic modes of orientation in the 
individual, although the amount of discrepancy between 
ideals and perceived reality for these two modes de- 
creased with increase in rank. As a result, younger firm 
members are often dissatisfied with their jobs because 
high professional expectations are unfulfilled. 


Reflecting on these comments, the junior audit 
staff member enters the firm with a set of beliefs, 
instilled during the education process, that en- 
courage truthful reporting and personal integ- 
rity. In few cases has the education process also 
conveyed the fact that the individual will have to 
learn to compromise these exacting standards of 
behavior (Ponemon, 1990; Montagna, 1974). 

Unfortunately, the inherent ambivalence of 
the audit context, driven by the pressures of 
maintaining the firm’s professional reputation 
for quality and the very real concerns with econ- 
omic viability, do not appear to be discussed, or 
discussable, within the firm. The frustration, and 
basic questioning of the “fairness” of the firm’s 
expectations, present in the junior’s statements, 
appear to fade at the senior level. The inherent 
contradictions of the control process (Argyris, 
1977), residing in permanent structures of dis- 
torted communications (Habermas, 1970), 
create a double bind for the individual which 
appears to have to be internalized and 
rationalized if future promotions are expected. 

Returning to the basic problem surrounding 
the time budget phenomenon (Fig. 3), it be- 
comes clear that the individual has more than 
one choice when faced with the “inequity” of the 
firm’s position. Mintzberg suggests a similar out- 
come (1979, pp. 376-377): 


... Standardization, instead of achieving control of the 
professional work often serve merely to impede and dis- 
courage the professionals ... Complex work processes 
cannot be formalized by rules and regulations, and vague 
outputs cannot be standardized by planning and control 
systems. Except in misguided ways, which program the 
wrong behaviors and measure the wrong outputs, forcing 
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the professionals to play the bureaucratic game — satis- 
fying the standards instead of serving the clients. Back to 
the old means-end inversion. 


Montagna (1974) suggests, though, that the 
danger of over bureaucratization, which 
Mintzberg would lead us to believe would create 
severe dysfunctionalities in the audit setting 
(e.g. premature signoff of tasks; Margheim & 
Pany, 1986) is mitigated by the fact that the 
primary set of governing rules are set external to 
the firm (i.e. by the Financial Accounting Stand- 
ards Board and Securities Exchange Commis- 
sion; Beach, 1984; Pfeffer & Salancik, 1978). 


The role of enforcement 

Following Montagna’s logic, it is doubtful that 
the time budget pressure described by the audit 
staff members leads to premature signoff 
(McNair, 1987; Douglas, 1977), but given that 
some response other than “blowing the budget” 
is desired, perhaps behaviors such as the under- 
reporting of chargeable time and shifting time 
between various tasks may be preferable 
strategies. This is suggested by the following 
quotation: 


Partner. There’s always a lot of wobbling around in the 
budget, so shifting is just part of the process. You just look 
at the hours you spent working during the day and rotate 
them to fit the budget. 


This statement suggests that the firm recog- 
nizes that the predefined budget may not be en- 
tirely correct, and hence some flexibility in the 
reporting process may need to be retained. 
Where are the lines drawn, though, between 
flexible reporting and the firm’s need to retain 
some type of control over the actual time, and ef- 
fort, expended on the audit task? The “business 
of auditing”, which appears to allow some dis- 
honesty in the reporting cycle, does not seem to 
clearly delineate the “zone of compromise”. 

The budget-biasing literature suggests that en- 
forcement of penalties against various forms of 
behavior is a critical linkage, or defining feature, 
of the budget game. This factor was reflected in 
the Dirsmith & Covaleski’s (1985a) observation 
on the role of underreporting. Specifically, it ap- 
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pears that the audit firm may selectively enforce 
its formal sanctions against various forms of “dis- 
honest reporting” to establish the set of accepta- 
ble behaviors (Feldman, 1984). The following 
quotation substantiates this argument: 


Manager. The partner group and personnel administra- 
tion do not reinforce its policy against underreporting. I 
believe they would condone it until there is greater con- 
cern and it becomes obvious to them. 


The presence of differential enforcement of 


the strictures against various time budget-based 
behaviors is captured in Table 1. Eleven audit 
partners provided their assessment of the firm’s 
policy for dealing with ten specific budget-based 
behaviors. Their responses clearly support the 
fact that, although all ten behaviors are equally 
“dysfunctional” per the firm’s stated policies (its 
visible market signal), selective enforcement is 
used to support the counternorm defined as the 
“business of auditing”. 

If this selective enforcement is part of the 
informal control structure, communicated 
through counternorms, then, ceteris paribus, be- 
havior should follow. The responses obtained 
from 150 audit staff members suggest that this is 
so. Specifically, those behaviors meeting with 
excessive punishments (i.e. dismissal) appear to 
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be avoided, while those overlooked by firm man- 
agement are often employed. A referential signal 
of the strength of this relationship, the chi- 
square statistic (70.68 with four degress of free- 
dom, significant at the 0.0001 level), suggests 
that the degree of enforcement is associated 
with the type of time budget reporting behaviors 
employed. 

This descriptive analysis lends credence to 
the socialization process embedded in the lan- 
guage used by the auditors to describe the audit 
context, and the role played by the “business of 
auditing” in defining the path to promotion and 
success within the firm. In prior studies of the 
socialization process, and the effectiveness of 
group norms, the importance of enforcement 
has been identified (Feldman, 1984, p. 48): 


. . . a group will enforce norms that facilitate its very survi- 
val. It will try to protect itself from interference from 
groups external to the organization or harassment from 
groups internal to the organization. Second, the group 
will want to increase the predictability of group mem- 
bers’ behaviors. 


In some way, through the failure to enforce 
strictures against some behavioral options in 
managing the cost versus quality dilemma (e.g. 
underreporting ) and the conveyance of the mes- 


TABLE 1. Time budget-based behaviors and penalties 


Frequency ofadmitted behaviors 


Enforced Level of 
Behavior penaltyT agreement* Never Rarely Frequently 
Underreport None 10/11 56 52 42 
Shift time between tasks None 11/11 31 34 85 
Premature signoff Dismissal 11/11 119 24 Fi 
Shift time from billable to office Counsel 8/11 69 47 34 
Took work home — not charged None 10/11 49 50 51 
Did not pursue questionable items Counsel 9/11 85 35 30 
Shift time between clients Counsel 8/11 78 44 28 
Superficial review Dismissal 10/11 97 41 12 
Accepted weak client explanation Counsel 8/11 60 66 24 
Did not research technical issue Counsel 7/11 82 50 18 


*These responses were gathered during intensive interviews with partners and personnel managers at the participating firms. 
The ratio appearing under the level of agreement column represents the number of individuals (out of a possible 11) 


responding in agreement to the noted penalty. 


{Chi-square analysis of the enforcement effect: 70.68 with four degrees of freedom, significant at the 0.0001 level. 
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sage that shifting time is acceptable, audit firms 
appear to narrow the range of options the 
auditor has when faced with time budget pres- 
sure. Hence, the total control system (formal 
and informal elements) is targeted toward keep- 
ing behavior in the gray zone, or the middle 
ground, between an extreme focus on efficiency 
versus a sole concern with effectiveness: a reg- 
ion of acceptable behavior and contingent dys- 
functionality. 

This solution allows the firm flexibility in solv- 
ing the audit cost versus quality dilemma on an 
ongoing basis, in keeping with the demands of 
each unique engagement. Reflecting into the 
audit setting, it can be argued that the complete 
set of policies legitimate the audit firm to its con- 
stituents, providing evidence that the firm is 
committed to quality in its audit procedures. 
Selective enforcement of the penalties as- 
sociated with disobeyance of these policies (i.e. 
controls), then, provides a mechanism for 
negotiation of this external image and the re- 
alities of the economic imperative. Yet the 
solution forces the individual to personally 
absorb the conflict and work it out through 
personal compromise and sacrifice. 


PROPER COMPROMISES? 


Public accounting is the most demanding and time con- 
suming career I have been exposed to in my seven years 
of working. Professional accountants put their profession 
ahead of everything else (family, friends, or any other 
outside life). I think a lot of people did not plan to devote 
so much time to it but eventually got pulled into the 
vicious cycle. I do not agree with this kind of living. I 
don’t think it has to be this way. I feel there is a happy 
medium. 


Proper compromises? Or individual sacrifice, 
done in the name of a profession for which 
financial rewards, which might be argued to jus- 
tify the costs, accrue to top management (i.e. 
partners )? As suggested by Montagna (1974, pp. 
53-54), the final rewards are reaped by the 
“chosen few”: 


When they realize that they have little chance of becom- 
ing partner, those managers who leave the firm do so 
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primarily because they will not attain the prestige of 
being a partner. It is hardly ever a question of money at 
this point, as it is with lower levels . . . For those who pass 
the final mustering, the rewards of partnership are theirs 
to be shared. 


This is not an unusual occurrence in a capitalis- 
tic setting, yet it is troubling to know that this 
“game” remains undiscussable, and hence it can 
be argued, not clearly and honestly dealt with by 
the audit firms. The context creates the original 
dilemma that the firm must contend with, but is 
embedding the dilemma in the incentive struc- 
ture through informal norms and unspoken 
compromises the most appropriate solution? 
Dirsmith et al. (1985, p. 62) succinctly state 
their position on this issue: 


We believe that an appropriate response to the double 
bind faced by the profession is for auditors to be doubly 
reflexive — to be aware of and confront the double bind, 
and be willing to live in both portions of the paradox... 
our recommendation that auditors accept the fact that 
the external image structures they must generate may be 
quite different, and importantly, decoupled from their in- 
ternal operating processes: what auditors say and what 
they do may not be the same. ... 


They go on to add structure to this suggestion 
(p. 63): 


Such double reflexity would involve engendering ... 
consensus by: Confessing to the staff that there is an inhe- 
rent conflict in the processes of professionalization and 
bureaucratization ... [and] supporting organizational 
subcultures ... by conmingling these subcultures in 
training programs in order to generate both dialects of 
audit procedures ... and conflict when subcultures col- 
lide. 


This sequence of quotations entails making the 
“undiscussable” discussable, at least within the 
internal structure of the firm. The impact of this 
approach on the audit firm’s reputation, though, 
remains the key question. While the public may 
recognize the economic imperative as a driving 
force in selling hamburgers, or making automo- 
biles, they appear less willing to accept this 
rationale in professional domains. This fact is 
recognized by Chow et al. (1988), and driven 
home by recent congressional action. Hence, 
this study has‘significant implications for both 
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The business of auditing: implications for 
research and practice 

This paper has examined the way that the 
cost/quality dilemma, which appears to define 
the context of auditing, is embedded in the 
firm’s management control system. Rather than 
openly solving this problem, audit firm manage- 
ment seems to pass it on to the individual auditor 
through the use of time budgets and norms of ef- 
ficiency. To counter the excessive focus on cost, 
the firm employs rigid strictures against unpro- 
fessional behaviors (e.g. premature signoff). 
Through a series of informal signals, then, it ap- 
pears the firm expects the individual auditor to 
resolve this ongoing dilemma on a case-by-case 
basis, and to internalize the cost versus quality 
tradeoff and the “appropriate” response (i.e. 
compromise). 

What are the implications of this form of ethi- 
cal ambivalence for the audit profession? The 
audit firm appears to place sole reliance on the 
auditors own ethical structure, and hence re- 
mains constantly exposed to the risk of audit fai- 
lure and unprofessional behavior. Yet, given the 
unobservability of true effort that characterizes 
the audit setting, it would appear that the firm 
has few options. Mintzberg (1979) suggests that 
adopting rigid technocratic controls will only 
intensify the problem. 

The firm appears to be caught in a difficult 
Situation. The intensifying level of public 
scrutiny, though, suggests that some response 
will need to be made. First, audit firms could 
attempt to reinstate the informal professional 
norms that prohibited aggressive fee competi- 
tion for clients. Being a natural monopoly, the 
profession could reverse the trend toward fee- 
based competition that is augmenting the 
inherent cost/quality tradeoff of the audit set- 
ting. Second, following the logic of Dirsmith ez 
al. (1985b), the firms could begin to openly dis- 
cuss this dilemma, setting up a series of internal 
dialogues that will help individual auditors learn 
how to manage ongoing pressures. Finally, the 
profession can continue to use informal tools to 
convey the dilemma, and its resolution, to audit 
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staff, but this seems the most risky solution of all. 

The outcomes of this exploratory study 
provide a wealth of research topics. Being an 
underexplored area, the internal governance 
structures of audit firms is a topic that can be 
examined from a multitude of disciplines, with a 
focus on the organizational or the individual 
phenomenon. Longitudinal studies of individual 
auditors could be undertaken to determine key 
points in learning the “business of auditing”. The 
study could be expanded to other cities, other 
firms (e.g. non “big six”), or related professions 
(e.g. law) to see if the time reporting phenome- 
non has similar implications and effects in re- 
lated settings. Finally, studies could be con- 
ducted to identify the types of characteristics 
that appear to lead to success in the audit setting. 


Is ambivalence the only solution? 

The question that needs answering, in the final 
analysis, is whether or not the business of audit- 
ing needs to remain undiscussable. Should the 
firm continue to rely on individuals to “learn” 
the apppropriate responses, or should they take 
a more active role in discussing the problem of 
cost versus quality from day one? Can an indi- 
vidual be taught this type of judgment? That is an 
open question, but being unable to discuss the 
problem leaves the individual in a stressful posi- 
tion, one which can result in dysfunctional forms 
of behavior during an audit, and exceedingly 
high levels of audit staff turnover for the firm. In 
a world where family life, hobbies, and related 
factors are being given increased emphasis, it is 
quite likely that the “proper compromises” will 
no longer be greeted with willing acceptance by 
the audit staff member. 


The individual practitioner, because he claims status as a 
professional man, has responsibilities beyond those of 
the ordinary craftsman. He has an obligation to under- 
stand the ideals and functions of his profession; . . . he has 
an obligation to consider the possible outcome of any 
proposed action; he has an obligation to refrain from 
those activities which detract from the healthy survival of 
the profession. The practitioner who pleads ignorance of 
these, except in unusual cases, has largely disqualified 
himself from a professional status. The practitioner who 
ignores them in deciding on a given course of action may 
commit negligence sufficiently gross to make fraudulent 
his claim of a professional status. 
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Abstract 


Use of standard costs, budgets and performance report variances became popular in the United States prior to 
World War Il. Comparable widespread use of these management accounting practices did not occur in Britain 
until the 1970s, if then. While different economic markets have been cited as the reason for this difference in 
accounting practices, the influence of industrial relations in the two countries has been largely ignored. In this 
paper we offer a historical-comparative analysis of different management styles and patterns of labor activism, 
and their relation to different accounting practices in the two countries. The analysis also has implications for 
a broadened understanding of the different patterns of workplace controls in Britain and the United States. 


Numerous researchers have indicated that 
workplaces in the United States and Great 
Britain changed from small family-based craft 
shops to large organizations of specialized tasks. 
Importantly, these changes did not follow the 
same path. Professional managers organized the 
labor process in the United States by the 1920s 
(Braverman, 1974; Edwards, 1979; Clawson, 
1980). By the end of the 1930s, the typical 
shop-floor in the United States was character- 
ized by formal ‘work rules and a line-staff 
hierarchy linking the points of production to a 
central management charged with co-ordinating 
the entire production process. Typical British 
workplaces during this period were less formal 
and much less hierarchical, since shop-floor co- 
ordination occurred in a more personal and 
autonomous manner. 

Not even by 1960 had the typical British 
workplace become as hierarchically linked to a 


central management as the typical workplace in 
the United States (Donovan, 1968; Terry, 1977; 
Lewchuck, 1989). Indeed, Edwards (forth- 
coming ) has suggested that, while the adoption 
of the United States model gained momentum 
in Britain during the 1980s, these changes did 
not radically transform most British workplaces 
(cf. Millward & Stevens, 1986). Systematic 
management, then, prevailed in workplaces of 
the United States long before a comparable 
management control system appeared on the 
shop-floors of Britain. This difference has led 
Littler (1982, p. 176), to ask: “Why did the 
systematic management movement both as an 
ideology and as a set of techniques take such a 
hold in the United States in comparison with 
Britain?” 

Littler offered a modified version of a fre- 
quently used answer for queries such as 
this, namely markets. He proposed that the 


* This paper reflects equal contributions from both authors, The authors greatly appreciate the comments from two 


anonymous reviewers in preparing the final draft. 
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organizational differences represented dif- 
ferences primarily in labor markets. Rather than 
subscribing to the hypothesis that product 
markets account for the organizational differen- 
ces, he advanced the argument that labor 
markets in the United States were more unstable 
than in Britain, filled with some highly skilled 
workers and others, recent immigrants, who 
were not as skilled (Littler, 1982, pp. 176—177). 
This led to a “high wage/low cost economy” with 
a highly diversified and compiex division of labor. 
Professional managers along with professional 
engineers became the overseers of the increas- 
ingly complex production systems in the United 
States, and systematic management was the 
result. By contrast, Britain remained a low wage 
economy, in part, Littler (1982, p. 177) main- 
tained, because of a managerial preference for 
cheap manual labor and a simplified division of 
labor, and, hence, the need for centralized 
control systems was not as great. 

While Littler’s emphasis on labor markets 
expands the more traditional product market 
explanation, he in passing also noted that the 
development of new cost accounting practices 
in the United States had accompanied the rise of 
systematic management (Littler, 1982, p. 174). 
Indeed, management accounting, defined speci- 
fically as standard costing, budgetary control 
and performance reports, began to appear 
around 1900 in the United States and remained 
relatively unchanged between 1930 and 1980 
(Johnson & Kaplan, 1987). Similar accounting 
practices were not used in Britain until World 
War I (Loft, 1986). Moreover, according to 
Armstrong (1987, p. 426), management account- 
ing practices still were not highly visible in 
British workplaces “as late as 1960”. Similar 
observations suggested to Chandler & Daems 
(1979) that accounting practices played a 
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critical role in the uneven development 
of shop-floor regulation between the United 
States and Great Britain, though they attri- 
buted both primarily to different mass market 
forces. 

For the present, we adopt a_historical— 
comparative method to analyse the emergence 
of accounting practices. Contrary to a market 
perspective, we explicitly focus the analysis 
on how the industrial relations of the two 
countries, in particular management styles 
and labor activism, contributed to the dif- 
ferent accounting practices. Implications 
from the analysis reflect some light on how 
the combined effect of these three factors 
contributed to the different patterns of work- 
place controls in the United States and Great 
Britain prior to 1950. We begin by discussing 
differences in accounting practices, and turn 
later to differences in management style and 
labor activism. 


ACCOUNTING PRACTICES IN THE U.S. AND 
GREAT BRITAIN 


During the 1700s, Great Britain changed 
from a rural to an industrial society. As a result, 
it gained distinction as the first “workshop of 
the world” (George, 1968, p. 46). The putting- 
out system prevailed in most British workplaces 
during this period. Under such an arrangement 
craftworkers owned their tools and materials, 
and oversaw production. Merchants bought the 
finished products at contracted prices, and in 
turn sold them in various markets. 

The first signs of a centralized workplace in 
Britain came with the implementation of the 
factory system. This arrangement potentially 
increased the surveillance of workers and 


1 Johnson & Kaplan, however, used the term “management accounting” somewhat differently from our usage. In contrast 
to us, they included early manufacturing cost systems as well as the post-scientific management cost systems under the 
rubric of management accounting, Nevertheless, they stated that post-scientific management cost systems predetermined 
standard “rates at which material and labor should be consumed ... [and were] not to monitor financial costs (Johnson & 
Kaplan, 1987, pp. 49-50). They also stated that efficiency about workers was not provided by the historical cost systems in 
use during the late 1800s and early 1900s (1987, p. 47). In any event, Johnson & Kaplan (1987, pp. 19-46) cited only a few 
firms that in the late 1800s may have been actually using accounting for management control. 
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materials, yet it did not necessarily enable 
factory workers to actually control production, 
the costs of production, or the economic value 
created in the labor process..In a variety of 
industrial settings, the putting-out system was 
simply reproduced inside a large building 
where master craftworkers contracted specific 
rates for finished goods and maintained respon- 
sibility for the co-ordination and socialization of 
the other workers (Burgess, 1975, passim). 
Production control, from the owners’ and 
managers’ perspectives, existed in the form of 
restricting piece-rates and, in some cases, hard- 
driving supervision. If Josiah Wedgwood’s 
attempts at a centralized shop-floor manage- 
ment and a cost accounting system were in fact 
widely known to British entrepreneurs in the 
latter half of the 1700s (McKendrick, 1961), 
they were not practiced widely. Historical cost 
record-keeping systems were instead used in 
Britain during the early years of the factory 
system. But the usefulness of the ordinary 
accounting systems amounted to little more 
than checking debits against credits since they 
were not, like management accounting, used to 
measure operational efficiency (George, 1968, 
pp. 50-51; McHenry, 1916, p. 679). As Pollard 
(1965, p. 245) has noted, “accounting was used 
only minimally to guide [British] businessmen 
in their business decisions”. Exceptions, never- 
theless, did occur. 

Perhaps one of the most notable British 
attempts to introduce a more systematic and 
-centralized shop-floor management in the early 
1800s involved a fairly elaborate costing pro- 
cedure. The Soho Engineering Foundry of 
Boulton, Watt and Company introduced a 
specialized division of labor between shops, 
detailed operation plans, plus measurements 
and standardization of times and wages for each 
operation (Roll, 1930). Additionally, a detailed 
accounting system determined the actual costs 
and wage rates for workers and foremen, who 
were paid on a piece-rate basis. Charles Babbage 
also advocated employing highly specialized 
divisions of deskilled labor, combined with 
procedures to determine the exact cost of each 
item (Littler, 1982, p. 16; George, 1968, p. 51). 
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Also, the Hans Renold Company around 1900 
introduced a “comprehensive accounting sys- 
tem” that contributed to production controls 
and shop-floor organization (Bougen, 1989, 
p. 207). These exceptions to the rule, though, 
failed to inspire a thoroughgoing development 
of accounting practices in Britain which fore- 
casted standards for labor and material, and 
the more conventional financial accounting 
practices, implemented largely for purposes 
of disposing assets of bankrupt firms, re- 
mained dominant. According to George (1968, 
pp. 68—69), experiments like the Soho system 
did not replace the watchful eye of the master 
craft-worker and the often toughly negotiated 
piece-rates as the basic means of workplace 
control. 

Even after cost accounting was imposed by 
the British government on munitions firms 
during World War I, the post-war era witnessed 
the growth of auditing practices rather than 
the diffusion of standard costing procedures. 
Loft (1986, pp. 159-165) described the post- 
Worid War I era as one of growing discussion 
about cost accounting, especially from mem- 
bers of the Institute of Cost and Works 
Accountants. Importantly, she maintained that 
most of this discussion concerned standardizing 
terminology and setting uniform costs for 
industries — not devising means for forecasting 
standard labor and material costs. In fact 
articles describing the use of standard costing, 
budgeting, and performance reports as man- 
agement tools appeared in the United States 
during the early 1900s, yet similar articles 
did not appear in British literature until the 
mid-1900s (cf. Carmichael, 1948; Pearmaine, 
1948; Yeabsley, 1949; dePaula, 1952). Shortly 
after World War II, one observer noted that 
no general body of relevant accounting know- 
ledge existed for the practice of British man- 
agement (Scott, 1959, p. 307). Armstrong 
(1987, pp. 420—428), moreover, concluded 
that, while a trend towards using historical 
accounting for control occurred in the inter- 
war years, standard costing could not be 
found in the typical English company well 
after World War II. By the 1950s, management 
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accounting, in the form of standard costing, 
appears to have been only in the nascent stages 
of development in Britain. 

In the United States the putting-out system 
also characterized the early work settings. The 
United States experience with the rural to 
industrial society transformation, however, was 
considerably compressed by contrast to the 
British experience, taking less than fifty years to 
complete by some estimates. The movement 
towards accounting controls within the work- 
places of the United States, according to 
Chandler, began with the railroad industry in 
the mid-1800s, the invention site for “nearly all 
of the basic techniques of modern accounting” 
(Chandler, 1977, p. 109; Chandler & Daems, 
1979). 

Henry Varnum Poor, as editor of American 
Railroad Journal, maintained in the mid-1800s 
that railroads needed to be guided by organiza- 
tion, communication and information (George, 
1968, p. 78). He proposed new accounting 
procedures to facilitate these three objectives. 
But Poor might not have championed a central- 
ized management system as some observers, 
such as Chandler, have implied. Instead, Licht 
(1983, p. 20) has argued that Poor explicitly 
called for the elaboration of a decentralized 
management in the form of inside contractors, 
whereby the locomotive “drivers assumed 
responsibility for keeping the engines in good 
working order ... suppl[ied] their own fuel, 
water, tallow for oiling, tools and labor”. The 
accounting practices that Poor recommended 
were not intended to increase the control of 
the owners over the labor process or to 
establish a centralized management. They were 
intended to co-ordinate the efforts of the 
contractors and help them manage an other- 
wise very complex set of independent tasks. 
Poor, in fact, maintained that the contracting 
arrangement would yield greater economic 
efficiency than a bureaucratically managed 
organization. 

Despite exceptions such as Poor, by the latter 
part of the 1800s contributors to Transactions 
of the American Society of Mechanical Engi- 
neers were Calling for centralized regulation of 
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the workplace and for systematic information 
to assist in that regulation. Henry Towne, for 
example, wanted to collect and disseminate 
information about shop management and shop 
accounting, where both were under the re- 
sponsibility of an executive management. 
Henry Metcalfe wanted to eliminate time delays 
and offered his shop-order system of accounts 
as the method by which to present a centralized 
management with information about the costs 
and accomplishments in particular areas of a 
shop (Chandler, 1977, pp. 272—273; George, 
1968, p. 81). 

Still, by the turn of the century, the tvpical 
United States firm was characterized by decent- 
ralized shop-floor relations in which accounting 
statements were used primarily to provide 
financial summaries of profits and losses at the 
end of each period. These cost-keeping prac- 
tices indicated whether the current efficiency 
rates had improved relative to the past, yet did 
not expand the opportunities for owners and 
managers to control the efforts of labor in terms 
of a projected standard of efficiency. Historical 
cost accounting was not used by top managers 
to plan and institute schemes and, subsequently, 
hold others in the firm accountable for specific 
outcomes. Those opportunities emerged with 
cost-predicting and standard-costing practices, 
since these practices effectively enabled man- 
agement to begin making inroads into the effort 
bargain previously controlled by labor. 

Epstein rather convincingly has argued that 
primarily engineers associated with the scienti- 
fic management movement —- not accountants 
— produced the bases for a standard cost 
system (cf. Jenks, 1960). Epstein (1978, pp. 
123—124) maintained that Frederick Taylor in 
particular laid the ground work for standard 
costs, budgets and variances prior to 1900. In 
1915, Taylor broached the notion of per- 
formance reports (actual vs budget = variance) 
when introducing the role of cost inspectors 
whose charge was to “carefully compare ail 
figures leaving the Costs Department with 
standards provided and note increases or 
decreases with satisfactory reasons” (quoted by 
Epstein, 1978, p. 134). G. Charter Harrison 
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(1921), another proponent of systematic man- 
agement, decried the accounting department in 
the “average business for not keeping abreast of 
the trend in the engineering department to look 
forward instead of backward”. He asserted that 
the problem of management was not correcting 
inefficiencies; it was finding the inefficiencies, 
and historical cost records provided little help. 
He proposed the “elements of successful opera- 
tion”, which included the abilities to plan and 
to obtain immediate information about the 
variations between the predicted and actual 
results (Harrison, 1921, pp. 132-133). He 
proposed, in other words, the use of standard 
costs, budgets and variances to manage shop- 
floor activity. 

In 1925, Howard Coonley reported on the 
success of a budgetary control system installed 
at the Walworth Manufacturing Company in 
1920. The success of budgetary control, Coonley 
claimed, was due in large measure to the 
restructuring of shop-floor activities and intro- 
ducing an accountability hierarchy. Both sets of 
changes followed the budget procedures de- 
signed by top executives, leading Coonley to 
conclude that budgetary control provided 
“executives a positive instrument of control” 
(1925, p. 68). Nor was the Walworth Manu- 
facturing Company an isolated case. In 1931, 
the National Industrial Conference Board con- 
cluded from a survey of 294 companies 
that budgetary control had been employed in 
half of the largest manufacturing firms in the 
United States (Mihalik, 1936, p. 52; Theiss, 
1937, p. 54). 

Budgetary controls, in particular production 
budgets based on standards for labor and 
materials, were an explicit formalization of 
‘ Taylor’s earlier efforts (Rogers, 1932, pp. 189— 
192; Theiss, 1937, p. 48), and instituting this 
type of accounting practice contributed to the 
reorganization of the labor process. It contri- 
buted to a line-staff distinction on the shop- 
floor, while it altered the pattern of accountability 
for shop-floor activity, thereby altering the 
social relations among workers as well as 
between workers and supervisors. Budgets 
linked top managers to the shop-floor by setting 
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goals for individual workers and individual 
supervisors within production units and setting 
financial incentives for reaching those goals (cf. 
Carney, 1936, p. 27; Wylie, 1938, p. 52; Klein, 
1939, p. 401). As the British Anglo-American 
Council on Productivity concluded in 1950, the 
key to budgetary controls was linking the 
current results to standards of performance, 
where standards concerned higher ranking 
managers and current results concerned shop- 
floor personnel (Anglo-American Council on 
Productivity, 1950, p. 21). 

The same council further concluded, after 
visiting 71 firms and governmental bodies in 
the United States, that the single most important 
difference between the United States and 
Britain was in the systematic use of manage- 
ment accounting practices. The United States 
was characterized by: (1) a more intense use of 
accounting and standard costing by managers, 
(2) the controller’s function was more to serve 
managers who were themselves able to read 
accounting reports, (3) the interpretive func- 
tion of accounting was more important than the 
recording function because managers paid 
more attention to forecasts and budgets than to 
past costs, (4) managers were more forward 
looking and always comparing the actual against 
the target as prescribed by the budget and (5) 
standards, not actual product costs, were used 
for the evaluation of day-to-day operations 
(Anglo-American Council on Productivity, 1950, 
pp. 6-22). The British team, so impressed by 
the accounting practices they witnessed, titled 
their report Management Accounting. 

Management accounting most certainly de- 
veloped in the United States prior to any 
significant developments in Great Britain. At 
one level, though, the economic conditions of 
Britain would seem to have favored an earlier 
development of management accounting, British 
firms, contrary to United States firms, had begun 
capital intensification efforts as early as the 
1880s, and until the early 1900s, Britain was a, 
or perhaps the, world-leading exporter com- 
pared to the United States and Germany. Prior 
to 1900, British firms had larger market shares 
and greater demands for productivity than firms 
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in the United States. In addition, both Taylorist 
and Fordist principles were evident in some 
British firms prior to World War I, and British 
firms experimented with other forms of work 
structure (Hannah, 1976, pp. 191—200). Also, 
the inter-war years brought an increased con- 
centration of capital to British industries so that 
by 1939 capital concentration in Britain rivaled 
that in the United States and provided the basis 
for new rounds of rationalization (Littler, 1982, 
p. 115). 

The influences of product markets and capital- 
ization, then, do not appear to have been the 
only, or perhaps even the most critical, factors 
in the development of different accounting 
practices in the United States and Great Britain. 
We look next at two aspects of the industrial 
relations arrangements in the two countries, 
and how they might further our understanding 
of the emergence of different accounting prac- 
tices, as well as differences in workplace 
controls. We look first at the style of manage- 
ment practiced in the late 1800s and early 
1900s, and then turn to a discussion of the labor 
activities during those years. 


MANAGEMENT STYLE IN THE U.S. AND 
GREAT BRITAIN 


Britain, by the turn of the century, was old 
enough to have witnessed the shrinking of its 
role as a worid leader. By comparison, the 
United States was a very young country. As a 
result, the traditions of Britain, especially those 
related to the status of the elite class, often 
influenced business practices, as well as the 
organization of production. In Britain, shop- 
keepers and merchants typically did not have 
elite status, whereas the elites themselves did 
not think either management or merchandising 
a proper occupation. Business management, 
Granick (1962, pp. 85—96) has maintained, was 


M. WARDELL and L. W. WEISENFELD 


largely considered an undesirable occupation 
by those with aristocratic status until well into 
the mid-1950s. 

As undesirable as a career in management 
may have seemed to young members of the 
elite class, their class retained ownership of 
most large British firms. The younger elite 
sought careers in the civil service and finance 
sectors (Granick, 1962; Webber, 1969, p. 396), 
while maintaining an onlooker’s distance over 
family investments, typically through joint 
stock companies. From their perspective, finan- 
cial accounting audits provided the essential 
information about the economic status of 
investments.* 

The United States colonies, by contrast, were 
established partly for the purpose of making a 
profit for British investors, and the absence of 
longstanding traditions meant that a class 
society existed almost from the start. Concern 
for the practicalities of making profits, as well as 
concerns for workplace organization, character- 
ized the business orientation in the United 
States. For example, the putting-out system 
which was quite sophisticated in Britain, never 
achieved a similar degree of specialization in 
the United States, and from the early 1800s it 
steadily gave way to a central shop with close 
supervision (Chandler, 1977, p. 63). 

Differences in management style can be seen 
in terms of the daily operation of the firm as 
well. British owners and managers, unlike their 
United States counterparts, do not appear to 
have been as familiar with how other firms 
handled similar situations. Rather, each manager 
seems more likely to have handled situations on 
an individual basis relying on traditional solu- 
tions (Bougen, 1989). George Sturt (1923), for 
example, reported from his survey of fellow 
British wheelwrights in the 1890s that nearly all 
were using pricing and management practices 
handed down within their particular shops and 
that none had adopted a more contemporary 


* The British banking system contributed to the formation of joint stock companies by refusing to take part in long-term 
capitalization projects, forcing entrepreneurs to form partnerships for the purpose of obtaining venture capital. German 
banks, by contrast, invested for the long-term and took an active concern in the daily operations of firms. 
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approach, a factor Sturt attributed to the demise 
of many wheelwrights in an age of innovation. 
Nor did British firms supply managers with 
costing numbers, which United States firms 
were doing by the 1920s, and where an 
emphasis on planning and budget controls had 
gained popularity (Coonley, 1925; Rogers, 
1932). 

United States managers also differed signifi- 
cantly from British managers in terms of their 
stance regarding the role of labor within the 
firm. At the center of this difference lay the 
perception of labor’s threat to management’s 
presumed right to manage. Charles Going 
(1900, p. 169) summarized the view of many 
United States managers when he offered answers 
to the “Labour Questions in England and 
America” as follows: 


There is no phase of tyranny, of the stolid opposition to 
progress, of the blind adherence to false socialistic 
philosophy, of the cherishing of the “lump of labour” 
and other economic fallacies, of the determination to 
rule or ruin characterising British trade unionism, which 
does not appear in full vigour in the efforts and aims of 
the present labour unions of the United States. 


Reinhard Bendix (1956, p. 270) concluded that 
a series of articles published in 1910 by the 
National Metal Trades Association in The 
Review were equally filled with the “language 
... of combat, not of peace”. 

The combative orientation in the United 
States towards labor by the Metals Trade 
Association and by engineers such as Going 
stands in stark contrast to the words of Slater 
Lewis (1900). Representing a more typical 
British management approach, Lewis chal- 
lenged the readers of The Engineering Magazine 
to adopt “Works Management for the Maximum 
of Production”. Works Management provided 
labor unions with a central role in the regula- 
tion of the workplace and reflected the growing 
practice of codetermination in Britain. In fact, 
the North London Manufacturers’ Association 
in 1918, as another in Birmingham had done 
previously, stated that as employers they were 
willing to acknowledge their many “errors 
in the past’, and to consider “the surrender 
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by Capital of its supposed right to dictate 
to Labour the conditions under which work 
shall be carried on” (quoted by Cronin, 1982, 
p. 113). While this conciliatory posture perhaps 
represented an extreme in British management, 
various other forms and degrees of conciliation 
nevertheless characterized British management 
style from the 1870s through to 1914 (Friedman, 
1977, p. 77). Also, the Whitley Committee 
Report, released about the same time under the 
direction of the British Ministry of Labour, 
proposed expanding the range of codetermina- 
tion in terms of eleven broad categories 
(Lewchuck, 1987, pp. 81-83). Clearly, many 
managers in the United States in the early 1900s 
wanted no part of codetermination, which 
British managers and politicians were discuss- 
ing openly. Indeed, Ernest Suffern (1911) 
argued in the pages of The Journal of Accoun- 
tancy, published by the American Association 
of Public Accountants, that labor demands for 
broader influence in the workplace would in 
fact only retard the economic well-being of the 
rank-and-file workers, whereas scientific man- 
agement would enhance their economic well- 
being. 

In a broader sense, the management styles in 
the two countries were grounded in very 
different management cultures. For example, 
“robber barons” in the United States, more so 
than the state, were responsible for the estab- 
lishment of universities, and especially business 
schools. The first business school in the United 
States was established in 1881 at the University 
of Pennsylvania by Wharton. In 1898, business 
schools were started by the Universities of 
Chicago and California, and by 1911, 30 
business schools existed in the United States. By 
contrast, the first business schools in Britain 
were established in the mid-1960s at the 
University of Manchester and the University-of 
London (Webber, 1969, p. 413). This difference 
meant that during the first half of the 1900s 
future managers were sent to elite universities 
in Britain, as Elbaum & Lazonick (1986, p. 6) 
put it, to “partake in aristocratic culture rather 
than to challenge it”. As a result, they brought 
little knowledge of production or of management 
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to their future place of employment (cf. Locke, 
1984, pp. 29-81). Most likely too, a difference 
in management culture was reflected in terms 
of individuals considered prominent, as indi- 
cated by being listed in the Who’s Who for each 
society. According to George Copeman (cited in 
Granick, 1962, p. 96), in 1949 only 10% of 
those listed in the UK Who’s Who were also 
listed in the Directory of Directors, whereas 25% 
of the individuals listed in the US. Who’s Who 
were also major business executives. 

At one level, the uneven adoption of manage- 
ment accounting, as well as of systematic 
management, can be attributed to different 
styles of management in each society. The 
United States style can be characterized as an 
explicit concern for profit without regard for 
tradition or interpersonal relations, a character 
very much evidenced by the behaviors of 
industrial moguls in the latter half of the 
nineteenth century, such as J. P. Morgan and 
Cornelius Vanderbilt. Once the turn towards 
systematizing the workplace began, owners 
quickly surrounded themselves with a support 
staff, such as Taylor and his band of Taylorites, 
charging them with constructing information, 
in addition to administering decisions. Manage- 
ment accounting emerged in this context, 
contributing to the centralization of administra- 
tive control over the labor and production 
processes. 

In Britain, meanwhile, middle-class managers 
eschewed the technological aspects of manage- 
ment and production. They relied instead on 
the personal touch of paternalism and on old 
production techniques. This did not mean that 
British managers were any less concerned 
about preserving their prerogatives in the 
workplace than were United States managers, 
despite their apparently more conciliatory 
posture towards labor. Rather, according to 
Elbaum & Lazonick (1986, p. 6), British 
managers pursued a management style based on 
“intellectual superiority”. This style certainly 
did not encourage seeking or taking steps 
towards regulating production by more practical 
means, such as standard costs and budgetary 
control. Another reason why the British man- 
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agers did not have an urgent use for manage- 
ment accounting, as did their counterparts in 
the United States, can be found in the different 
patterns of labor activism in the two countries. 
As we will see, British labor more effectively 
influenced the shop-floor. 


LABOR ACTIVISM IN THE U.S. AND GREAT 
BRITAIN 


Not until 1912 did total union membership 
in the United States reach the same level as in 
Britain with slightly less than two and a half 
million workers (Wolman, 1924, p. 33, Table 2; 
p. 124, Table 3). Union density in the United 
States and Britain had been 10.9% and 14.6%, 
respectively, in 1910, but in 1920, those figures 
were 20.8% and 45.2% (Wolman, 1924, p. 85, 
Table; Hyman, 1989, p. 231, Table 10.1), indi- 
cating a significant difference in the growth 
and role of unionism between the two count- 
ries. Historically, then, a critical difference in 
the industrial relations patterns of Britain and 
the United States has been one of labor 
activism. 

Prior to 1900, the labor movement in Britain 
had gained considerable strength in nearly all 
industries and had actually hit a peak in terms of 
membership in the 1870s. In the last years of 
the 1880s and throughout the 1890s, union 
density steadily rose 25% overall with the 
greatest growth in the metals, engineering, 
shipbuilding, mining, textiles, and construction 
industries. Burgess (1980, p. 82) has termed 
this the era of “new unionism”. 

The new unionism may well have been typi- 
fied best by the Sheffield Shop Stewards’ Move- 
ment in 1915. According to Carter Goodrich 
(1921, p. 8), this rank-and-file movement was 
about control, and specifically “the vesting of 
control of policy in the rank and file”. The new 
unionism, inspired by socialist principles, in- 
cluded demands for an eight-hour day, restric- 
tion of production to prevent overproduction, a 
minimum wage standard without a sliding- 
scale, and nationalization of industries. The 
push for control on the shop-floor also sought 
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self-respect for the individual workers by 
organizationally providing them a viable role in 
controlling the activities of the firm and a 
means by which to enhance, rather than 
diminish, their craft skills. And significantly, the 
new unionism included in some instances a 
requirement that factory owners make their 
costing and price records available to labor 
(Goodrich, 1921, p. 249). 

The Shop Stewards’ Movement certainly 
mirrored the broader activism of rank-and-file 
workers in the British labor movement prior to 
1930. Richard Price (1982), however, has 
summarized the ninety years of industrial 
relations in Britain from 1890 to 1980 as a 
tradition of the rank and file protecting their 
sovereignty, even from the union structure. 
From their foundation of an informal organiza- 
tion within the workplace, the rank and file and 
their stewards negotiated opportunities for 
autonomous regulation and for restricted out- 
put. In fact, responsible autonomy, in addition 
to direct control, has been a major form of 
workplace organization in Britain, representing 
a compromise position by management to 
labor’s efforts to resist and to control (Friedman, 
1977). 

Similarly, piece-rates, or the Premium Bonus 
System, replaced the putting-out system. Because 
of the unevenness associated with piece-work 
and the Premium Bonus System, unionists 
pushed for workplace collective bargaining 
committees. In spite of the eventual develop- 
ment of industry-wide collective bargaining 
schemes, much of the actual negotiation and 
initiative came from the rank and file and the 
shop committees (Burgess, 1975, pp. 70-71). 
This pattern, which began to take hold by 1900, 
continued to grow well into the 1960s and 
1970s, as reported first by the Royal Commis- 
sion on Trade Unions and Employers’ Associa- 
tions under Lord Donovan in 1968, and again 
by the Social Survey Division of the Office of 
Population Censuses and Surveys in 1972 
(Wilders & Parker, 1975). 

In response to the growing strength of labor, 
British firms began forming employer associa- 
tions. The Engineering Employers’ Federation 
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(EEF), as an example, formed in the late 1890s 
to engage in collective bargaining with the 
union in order to end decades of strikes and 
lockouts (Melling, 1983, p. 60; Burgess, 1975, 
pp. 1-85). By 1918, the EEF concluded that a 
more centralized form of management, such as 
Fordism or scientific management, would be 
impossible to implement because of the shop- 
floor autonomy exercised by shop stewards and 
their fellow union members, a position the EEF 
reaffirmed as late as 1930. Higher wages, the 
EEF and other employer associations seem to 
have decided, were not the key to improved 
productivity. In many respects, the owners and 
managers supported the decentralized approach 
to shop-floor management in order to avert 
further conflicts with labor, but ultimately they 
“became dependent on labour for many of the 
basic coordination tasks” (Lewchuck, 1987, pp. 
89-111, 183). Since accounting data rarely 
went below the board of directors in British 
firms (Granick, 1962, p. 250), the shop-floor 
most likely was not organized around concerns 
for costs and performance evaluation as much 
as around concerns for tradition and inter- 
personal relations (cf. Armstrong, 1987). 

In terms of the United States experience, less 
than half a million workers were members of 
unions in 1897. This does not mean that 
workers, unionized or not, simply acquiesced 
to management authority. The Workingmen’s 
Benevolent Association, from 1868 until 
approximately 1880, more or less struck at will, 
controlling the anthracite coal industry and 
forcing Franklin B. Gowen, President of the 
Philadelphia and Reading Railroad, to spend 
over four million dollars to rid the industry of 
the mythical labor group known as the Molly 
Maguires (Wardell & Johnston, 1987, pp. 791— 
794). In the bituminous coal industry, miners 
came to establish, on their own accord and in 
opposition to union and company officials, a 
routine of “the four hour day”. In 1919, a 
Bureau of Labor Statistics survey revealed that 
no more than 8% of the underground miners 
worked an average of eight hours per day, and 
roughly 67% averaged less than six hours 
(Archibald, 1922, p. 59, Table). 
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Similar to Burgess’s name for the 1890s in 
Britain, Montgomery (1979) has named the 
1909-1922 period the “new unionism” of 
the labor movement in the United States. In 
contrast to Taft’s (1963) argument that most 
unions in the United States were business 
unions in origin, Montgomery has asserted that 
the era of new unionism was much more of a 
class phenomenon, having roots in socialist 
principles. He reported evidence showing that, 
between 1916 and 1922 especially, the number 
of strikes dramatically increased compared to 
the first fifteen years of the 1900s. The number 
of workers involved in these strikes as well as 
the proportion of strikes for union controls in 
the workplace also increased significantly 
(Montgomery, 1979, p. 97, Table 2). In retro- 
spect, the new unionism was the rank-and- 
file answer to the introduction of scientific 
management (Hoxie, 1915; Nadworny, 1955; 
Montgomery, 1979, pp. 113—138). 

The growing strength of rank-and-file workers 
relied on a foreman system that initially left 
much management authority in the hands of the 
foreman. Foremen set wages, hours to be 
worked and job rules, plus hired and disciplined 
shop personnel. A foreman, in effect, could 
potentially control the costs of production 
better than management by directly influencing 
the effort bargain of labor. Numerous indica- 
tions exist that this was often the case (cf. 
Buttrick, 1952; Clawson, 1980; Lichtenstein, 
1989). Neither workers’ councils, nor an insti- 
tutionalized collective bargaining system, existed 
at either the plant or industry levels to 
negotiate differences of opinion between man- 
agement and labor. The foreman, like the 
contractor before, remained relatively auto- 
nomous from top management and, with labor, 
remained in control of the labor process. 

Increasingly, management perceived fore- 
men as the key elements suppressing the level 
of cost efficiency, partly because of their 
autonomy and partly because they often colluded 
with the workers they supervised. C. N. Lauer 
(1903), Horace Arnold (1905), John C. Duncan 
(1906) and Harrington Emerson (1914), for 
instance, all criticized the personal control the 
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foremen had over labor, and how that contri- 
buted to inefficiency. All four also called for the 
implementation of some version of Taylor’s 
functional foreman whose efforts would be 
attached to the planning of management and 
evaluated in relation to the realization of 
management's objectives. The functional fore- 
man, in other words, introduced a line-staff 
distinction, in addition to reducing the likeli- 
hood of collusion, between laborers and their 
foreman, a distinction largely absent from 
British management literature in the early 
1900s (Chandler & Daems, 1979, p. 16). 
Rather, the prominent British journal The 
Sociological Review printed an article by 
Edward Cadbury in 1914 criticizing Taylor’s 
system because it contributed to “sweating” 
and unemployment. 

Concern in the United States about foremen 
and their relationships with workers also 
appeared in literature not directly linked to 
Taylor and the scientific management move- 
ment. John R. Commons in 1904, and later 
Stanley B. Mathewson in 1931, asserted that 
restriction of output was a “widespread institu- 
tion” among unorganized and organized workers 
alike (Mathewson, 1931, pp. 6, 146). Commons 
characterized the restrictions as “continuous, 
unorganized strikes” (quoted in Lewchuck, 
1989, p. 23). Many instances of restriction were 
induced by workers to regulate their effort 
bargain. In other instances restrictions followed 
the directives of a contractor or foreman of the 
gang, and this perhaps was even more threaten- 
ing to owners and managers, as in the case 
of the Winchester Repeating Arms Company 
(Buttrick, 1952). The Winchester Company 
foreshadowed what would become the domi- 
nant trend when it stripped foremen of their 
responsibility for all personnel matters and for 
setting production schedules as well. 

Between 1920 and 1930, the increased ratio 
of administrative to production personnel in 
the United States greatly outpaced the same 
measure in Britain, with the United States ratio 
increasing from 15 to 18%, whereas the British 
ratio decreased from approximately 15% to 
approximately 13% (Bendix, 1956, p. 217, 
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Chart 1). Ford’s Highland Park factory best 
exemplified the trend towards increased super- 
vision in the United States, where in 1914 one 
foreman existed for every 53 workers, and by 
1917 only 15 workers were under one foreman 
(Lichtenstein, 1989, p. 156). While this sizeable 
growth in the ranks of foremen, in one 
observer’s opinion, exacerbated an already 
falling rate of productive efficiency at Ford 
(Lewchuck, 1989, p. 23), it nevertheless resulted 
in a structured hierarchy on the shop-floor, and 
between the shop-floor and top management. 

Henry S. Dennison, President of the Dennison 
Manufacturing Company, wrote the chapter 
“What Can Employers Do About It?” which 
accompanied Mathewson’s (1931 ) findings about 
the restriction of output. One of Dennison’s 
recommendations was to “close the gap be- 
tween the standard-setters and the foremen” by 
providing the latter with “the broader points of 
view from which methods analyses and per- 
formances standards are seen ... (Mathewson, 
1931, pp. 187, 189). The objectives of Dennison’s 
recommendation were to aid the centralization 
of management authority and to control the 
effort bargain of labor. The methods to be used 
were budgets, standard costs and performance 
reports directed at controlling foremen. General 
Motors, as it turns out, had already imple- 
mented this type of management scheme based 
on the new management accounting practices 
(Johnson, 1978, p. 493). By all indications, 
managers of workplaces in the United States 
generally sought direct control of the labor 
process without having to maintain personal 
contact with the labor force. 

Their efforts were supported by many labor 
leaders. The majority of union leaders whose 
members were on piece-work willingly accepted 
it. Samuel Gompers, critical of speed-up and 
viewing scientific management as nothing more 
than the old drive-system, still openly associated 
with representatives of the movement. He gave 
a speech to the American Society of Mechanical 
Engineers, and he became closely aligned with 
Morris L. Cook, who simultaneously was a close 
associate of Frederick Taylor. At its 1919 annual 
convention, the American Federation of Labor 
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adopted a resolution to endorse the application 
of science to industry (Jacoby, 1983, p. 21), and 
by 1928, many labor unions were stressing the 
importance of productivity and encouraging 
their members to think in terms of costs and 
production, and to assist management through 
research and analysis (Nadworny, 1955, pp. 
122—132). Unions hoped that they could main- 
tain steady employment and receive higher 
wages because of their contributions to greater 
profitability. Thus, in the United States by the 
1930s union leaders, such as John L. Lewis, and 
managers had come to accept the legitimacy of 
controlling certain production aspects with a 
management accounting system derived from 
scientific management. 

The 1930s and 1940s were decades of 
renewed unionization in the United States, 
though never reaching the 50% level of Britain. 
In 1930, the number of union employees in 
nonagricultural establishments was 11.6% and 
in 1945 it was 35.5%, the peak of unionism in 
the United States (U.S. Department of Labor, 
1971, p. 307, Table 143). The 1930s also 
brought the introduction of a nationalized 
collective bargaining system, the National Labor 
Relations Act of 1935. This represented essen- 
tially the first time that organized labor in the 
United States was at least granted marginal 
legitimation, something British unions had 
enjoyed since the Trade Union Act of 1871 
(Burgess, 1975, p. vii). 

In the critical and formative years of the early 
1900s, then, owners and managers in both the 
United States and Great Britain faced a signifi- 
cant threat from below. The threat from British 
labor seems to have been more formidable 
because of the degree of unionism and its state- 
granted legitimacy. Consequently, laborers and 
their unions retained a significant degree of 
authority over the shop-floor, including wage 
setting, shop rules, socialization, discipline and 
grievance settlements. This form of industrial 
democracy forced employers to co-ordinate 
with each other, leading them to form associa- 
tions in order to collectively negotiate with 
labor. Competition was reduced in the process. 
In many respects, the practices of management 
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accounting were not necessary for an efficient 
production system, but just as important, labor 
and employers alike actively discouraged those 
practices. 

In the United States, on the other hand, the 
rank and file frequently lacked the support of 
union leaders, and with the degree of unionism 
generally low, managers only in certain indust- 
ries, such as coal mining and machine tools, 
faced a substantial threat from below. Not until 
the 1930s, and the formation of the Congress of 
Industrial Organizations, founded by John L. 
Lewis and the United Mine Workers of America, 
did major strikes affect the mass production 
industries. In the meantime, shop-floor politics 
occurred largely in the form of restrictions, the 
very form of soldiering that prompted Taylor to 
launch his campaign to systematize, standardize 
and centralize workers’ behavior at the points 
of production. 

Standard costs, budgets and performance 
report variances were definitely appealing to 
the owners and managers of United States 
industry, who at the time maintained a manage- 
ment ethos that definitely excluded rank-and-file 
workers from having any rights to codetermina- 
tion (Harris, 1982). Since management account- 
ing could accumulate actual job cost information, 
monitor and evaluate performances via standard 
costs without top management being on the 
shop-floor, its role in management control 
might well have been less visible to labor than 
other managerial schemes. Workers, for example, 
openly resisted time-and-motion studies in both 
Britain and the United States because of the 
highly visible nature of those studies, but 
workers in the United States at least do not 
seem to have resisted the recording of job times 
with a similar amount of effort (Nadworny, 
1955, pp. 58-59; Friedman, 1977, p. 98). 
Burawoy (1983, p. 593) alluded to one possible 
explanation for this difference. He observed 
that the rate fixer and the time-and-motion 
person at the Allied Corporation, a United 
States firm, were two separate people, whereas 
at Jay’s, an English firm, the two roles -were 
embodied in the same person. If this difference 
were widespread, it would suggest that rate 
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fixers were not as visible to workers in the 
United States as to workers in Britain. 

Indeed, Burawoy (1979, pp. 65—95) observed 
at Allied Corporation that the typical pattern of 
conflict was worker against worker, or super- 
visor against supervisor, when they encountered 
problems making out. Throughout the conflicts 
reported by Burawoy, engineers who assigned 
the rates from distant offices were never 
questioned, though they were not well liked. 
Nor was a connection made between the rates 
and the accounting process, or between the 
bonus system and the conflict of worker against 
worker and manager against manager. Manage- 
ment accounting in the United States seems to 
have obscured the securing of surplus value. 
Thus, the labor movement in the United States 
was able to slow down but not deter either the 
development of management accounting or the 
bureaucratization of the workplace. Instead, 
its very presence seems to have fueled the 
development of each, striking a marked con- 
trast from the British experience. 


CONCLUSIONS 


In sum, the patterns of labor activism and the 
styles of management differed dramatically in 
Britain and the United States. British workers 
historically have been far more aggressive in 
their demands for industrial democracy than 
workers in the United States, whereas British 
managers historically have been far more 
willing to support programs of codetermination 
than their United States counterparts. United 
States rank-and-file workers have typically been 
more militant than their union leaders, yet the 
workers themselves, are not noted for broadly 
based rank-and-file collective action. But United 
States managers have a longstanding reputation 
for being anti-union and for struggling to retain 
broad prerogatives in the workplace. 

These different patterns of labor activism and 
management style enhance our understanding 
of the rather obvious differences in the emer- 
gence of management accounting practices in 
Britain and the United States. In part because of 
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the lack of tradition and the antiunion senti- 
ment among managers, workplaces in the 
United States were arenas of bitter struggle 
dating from 1850. The short-lived putting-out 
system, followed by the demise of the contract- 
ing and piece-rate systems, and the eventual 
termination of the personal-touch foreman, all 
suggest that managers in the United States 
impatiently sought direct control over the 
workplace. Management accounting, once intro- 
duced, remained relatively unchanged, suggest- 
ing further that managers in the United States 
found it useful in their drive to establish that 
control. 

Thus, Edwards’ (1979) conclusion, that con- 
trol structures in United States workplaces 
became more bureaucratic as the top echelon 
became more removed from the organization of 
the shop-floor, seems accurate only in one 
sense. The practices of management accounting 
enabled top management to be physically 
distant from the points of production without 
being socially distant. Implementation of man- 
agement accounting appears to have reduced 
the social distance between top management 
and the rank-and-file workers while facilitating 
the growth of formalized work rules. Using 
budgets — based on standard costs — to 
communicate their profit expectations, top 
managers could hold lower management, and in 
turn workers, accountable for performance 
results. Performance reports indicated where 
actual results corresponded with budget ex- 
pectations, as well as where they did not. 
Personal knowledge of workers and of the 
production process — the basis of personal- 
touch control — became secondary in value to 
the managers’ interpretive knowledge of standard 
costs and variances. This information enabled 
top managers to monitor, with what they might 
well have thought to be pinpoint accuracy, the 
productive effort of individual departments and 
individual workers. Where traditions of pater- 
nalism and informality regulated work relations 
in Britain, neither remained a significant form of 
workplace control in the United States after 
1900. By the 1930s, only vestiges of each 
remained in industries such as textiles and 


667 


wood furniture, and, then, only in Southern 
States. 

In Great Britain, the strength of rank-and-file 
workers, combined with absentee ownership 
patterns and a tradition of paternalism, contri- 
buted to the popularity of very different 
accounting practices. On the one hand, the 
codetermination between lower management 
and shop-floor workers meant that production 
routines followed traditional and often local 
practices. On the other, contrary to the small 
shop owners and entrepreneurs who relied on 
personal touch to oversee the workplace, most 
large firms were owned by joint shareholders 
who took little interest in the actual operations 
of the workplace. Despite attempts by a few of 
the larger entrepreneurial firms to develop a 
more sophisticated cost accounting system, 
traditional historical cost analysis and financial 
accounting practices prevailed: practices which 
enabled only an indirect monitoring, and hence 
indirect control, of workplace activity. By and 


large, a concern for forecasting costs based on 


standards which could be used in an attempt to 
control workers remained an unpopular, if not 
an unimagined, accounting practice in most 
British organizations until the 1950s. In some 
cases where management accounting was intro- 
duced with the intent of linking labor’s actual 
performance with an expected standard per- 
formance, labor opposition forced a reversal of 
management practices (Bougen, 1989, pp. 
230-231). 

The preoccupation with financial accounting 
practices in relation to a tradition of rank-and- 
file activism go a long way towards understand- 
ing the observation by the Donovan Commission 
that top managerial ranks in British firms often 
had little knowledge and understanding of 
shop-floor activity. Indeed, the Commission 
called for more formal work rules and for more 
hierarchical accountability in the workplace. 
By contrast, the popularity of management 
accounting among United States managers, 
combined with a working class characterized 
by numerous fissures and a managerial class 
characterized by a stolid aversion to rank-and- 
file influence, go a long way towards explaining 
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the emergence of systematic management to mechanism which enabled them to tip in their 
control the workplaces in the United States. favor the balance of influence over the effort 
Management accounting provided managers in bargain. For all practical purposes, they have 
the United States with an unobtrusive control retained that advantage. 
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GOVERNING BY NUMBERS: FIGURING OUT DEMOCRACY* 
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Abstract 


This review essay considers the relations between quantification and democratic government. Previous 
studies have demonstrated that the relation between numbers and politics is mutually constitutive: the 
exercise of politics depends upon numbers; acts of social quantification are politicized; our images of political 
life are shaped by the realities that statistics appear to disclose. The essay explores the specific links between 
democracy, as a mentality of government and a technology of rule, and quantification, numeracy and statistics. 
It argues that democratic power is calculated power, calculating power and requiring citizens who 
calculate about power. The essay considers the links between the promulgation of numeracy in eighteenth- 
century U.S. and programmes to produce a certain type of disciplined subjectivity in citizens. Some aspects of 
the history of the census are examined to demonstrate the ways in which the exercise of democratic 
government in the nineteenth century came to be seen as dependent upon statistical knowledge and the role 
that the census had in “making up” the polity of a democratic nation. It examines the case of National Income 
Accounting in the context of an argument that there is an intrinsic relation between political 
problematizations and attempts to make them calculable through numerical technologies. And it considers 
the ways in which neo-liberal mentalities of government depend upon the existence of a public habitat of 
numbers, upon a population of actors who calculate and upon an expertise of number. Democracy, in its 
moder mass liberal forms, requires numerate and calculating citizens, numericized civic discourse and a 
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numericized programmatics of government. 


Numbers have an unmistakable power in modern 
political culture. The most casual reader of 
newspapers or viewer of television is embraced 
within the rituals of expectation, speculation 
and prognostication that surround the public 
pronouncement of politically salient numbers. 
Of course, there are many sorts of political num- 
bers in advanced liberal democratic capitalist 
societies. A superficial classification might dis- 
tinguish four. Firstly, there are the diverse 
numbers that are connected with who holds 
political power in democratic nations. Electoral 
districts apportion persons according to numer- 
ical criteria. Elections and referenda count 
votes, Executive powers are related to numerical 
calculations of majorities and minorities. 
Numbers here are an intrinsic part of the 


mechanisms for conferring legitimacy on poli- 
tical authority. Secondly, there are the numbers 
that link government with the lives of the 
governed outsidé the electoral process. Opinion 
polls calibrate and quantify public feelings. 
Social surveys and market research try to 
transform the lives and views of individuals into 
numerical scales and percentages. Numbers 
here act as relays promising to align the 
exercise of “public” authority with the values 
and beliefs of citizens. Thirdly, there are the 
numbers that are deployed within the perpetual 
judgement that today is exercised over political 
authority and its stewardship of national life. 
The balance of payments, the gross national 
product and the money supply pass in and out 
of favour as the measure of the success of 


* An essay review of Patricia Cline Cohen, A Calculating People: the Spread of Numeracy in Early America (1982) and 
William Alonso & Paul Starr (eds), The Politics of Numbers (1987). 
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government in economic life, but modern 
political argument seems inconceivable with- 
out some numerical measure of the health of 
“the economy”. The social economy is also 
evaluated through its numericization. Poverty is 
transformed into a matter of the numbers 
claiming social benefits. Public order is trans- 
muted into the crime rate. The divorce rate 
becomes a sign of the state of private morality 
and family life. The rate of spread of AIDS is an 
index of the success of the government of 
sexual conduct. If sceptical vigilance over 
politics has long been a feature of liberal 
political thought, it is today increasingly con- 
ducted in the language of numbers. Fourthly, 
there are all the numbers that make possible 
modern government itself. Tax returns enable 
an administration over individuals and private 
enterprises in the light of a knowledge of their 
financial affairs. Counts of population, of birth, 
death and morbidity have become intrinsic to 
the formulation and“ justification of govern- 
mental programmes. Grants to local authorities 
and health agencies are distributed on the basis 
of complex numerical formulae applied to 
arrays of numbers claiming to represent states 
of affairs in this or that part of the realm. The 
rates at which pensions or social security 
benefits are paid, and when or whether they are 
to rise, are calculated according to complex 
indices. Paradoxically, in the same process in 
which numbers achieve a privileged status in 
political decisions, they simultaneously pro- 
mise a “de-politicization” of politics, redrawing 
the boundaries between politics and objectivity 
by purporting to act as automatic technical 
mechanisms for making judgements, prioritiz- 
ing problems and allocating scarce resources. 
Accompanying this “numericization of politics” 
has been a variety of “politics of numbers”. 
There is a politics of accuracy, perhaps most 
beguiling to political commentators and politi- 
cians themselves. An obvious example from the 
U.K. is the debate over the possible “fudging” of 
the statistics on unemployment under Margaret 
Thatcher’s government. There is a politics of 
adequacy, beloved of specialists and those 
political commentators seeking to strike a 
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knowledgeable pose. Here one could class 
debates such as that over the relative merits of 
Mo, Mı, M2 or Mz as politically salient measures 
of the money supply. There is a politics of use 
and abuse, elaborated in particular by civil 
libertarians. Perhaps the example that has 
attracted most recent debate concerns the 
inclusion of questions concerning ethnicity in 
the census. There is a politics of privacy, also 
deployed by libertarians and those entranced 
by the vision of a “big brother” state. It seeks to 
place a limit on the public collection of 
numbers on private persons, and their utiliza- 
tion in making decisions about individuals. And ~ 
there is a politics of ethics. This questions the 
morality of making certain political decisions in 
terms of numbers, as in the debates over the 
application of quantification to decisions over 
resourcing health services and the conflicts 
over provision of different types of medical 
treatment, for example hip replacement versus 
heart transplantation. 

In this essay, I wish to consider the contribu- 
tion of two books, one recent, the other 
published some time ago, to our understanding 
of the numericization of politics and the politics 
of numbers in the U.S. Patricia Cline Cohen’s 
study, published in 1982, is entitled A Calculat- 
ing People: the Spread of Numeracy in Early 
America (hereafter CP). It describes and seeks 
to account for the relationship between the 
growth of “numeracy” in the American popula- 
tion and the change and expansion of what she 
terms “the domain of numbers”, considering 
such diverse episodes as the fad for number, 
weight and measure amongst a few seventeenth- 
century Englishmen; the inauguration of colo- 
nial censuses; the debates over mortality in the 
eighteenth-century colonies; the history of 
arithmetic education; the relations of statistics 
and statecraft in the early nineteenth century 
and the debate over the 1840 U.S. Census. The 
1987 collection edited by William Alonso and 
Paul Starr entitled 7he Politics of Numbers 
(hereafter PN) emerges out of this trajectory. It 
is one of a series entitled “The Population of the 
United States in the 1980s” aimed at “convert- 
ing the vast statistical yield of the 1980 [U.S.] 
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Census into authoritative analyses of major 
changes and trends in American life” (PN, p. 
vii). This volume testifies to the ramification of 
numbers in the political life of contemporary 
America. Its 14 essays examine the forces 
shaping such diverse practices of quantification 
as economic Statistics on growth, productivity 
and military expenditure, official statistics 
of family income, national income accounts, 
controversies over the census, the politics of 
measuring ethnicity, population forecasting, the 
relations of statistics to democratic politics, to 
the relations of federal and state governments, 
and the ways in which technological develop- 
ments such as computer technology and social 
developments such as the privatization of 
statistical services relate to political values. 

What do we learn from these studies con- 
cerning the relations between numbers and 
politics? Firstly, of course, that the relation is 
reciprocal and mutually constitutive. As Alonso 
and Starr point out in their introduction, acts of 
social quantification are “politicized” not in the 
sense that the numbers they use are somehow 
corrupt — although they may be — but 
because “political judgments are implicit in the 
choice of what to measure, how to measure it, 
how often to measure it and how to present and 
interpret the results” (PN, p. 3). Further, it is 
not simply that political debate deploys num- 
bers, or that so many political decisions affect- 
ing our lives entail the deployment of numbers 
in their calculation and legitimation. As Alonso 
and Starr again point out, our images of political 
life are shaped by the realities of our society 
that statistics appear to disclose. And many of 
the essays in their collection help us situate 
debates over accuracy, adequacy, abuse, pri- 
vacy and ethics within such a perspective on 
how the domain of numbers is politically 
composed and the domain of politics is made 
up numerically. 

But these books raise some more funda- 
mental issues concerning politics and numbers. 
The organization of political life in the form of 
the modern state has been intrinsically linked 
to the composition of networks of numbers 
connecting those exercising political power 
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with the persons, processes and problems that 
they seek to govern. Numbers are integral to 
the problematizations that shape what is to be 
governed, to the programmes that seek to give 
effect to government, and to the unrelenting 
evaluation of the performance of government 
that characterizes modern political culture. 
What is particularly significant about the books 
by Cline Cohen and Alonso and Starr is that 
they enable one to construct, albeit in a rough 
and preliminary manner, a hypothesis concern- 
ing the relation between numbers and demo- 
cracy. It is upon this aspect of the relation 
between government and numbers that I wish 
to focus in this essay. 

The hypothesis can be simply stated: there is 
a constitutive interrelationship between quan- 
tification and democratic government. Demo- 
cratic power is calculated power, and numbers 
are intrinsic to the forms of justification that 
give legitimacy to political power in democracies. 
Democratic power is calculating power, and 
numbers are integral to the technologies that 
seek to give effect to democracy as a particular 
set of mechanisms of rule. Democratic power 
requires citizens who calculate about power, 
and numeracy and a numericized space of 
public discourse are essential for making up 
self-controlling democratic citizens. 


UNDEMOCRATIC AND DEMOCRATIC 
NUMBERS 


How should one study the relation between 
politics and numbers? I would like to draw out 
four significant themes from previous studies. 
The first is the link between government and 
knowledge. This is made most clearly by Michel 
Foucault in his consideration of “governmenta- 
lity” or the mentalities of government that 
characterize all contemporary modes of exer- 
cise of political power in the West (Foucault, 
1979). From about the eighteenth century 
onwards, to govern a domain — a population, 
an economy — has entailed seeking to exercise 
a power over it that is modulated by a know- 
ledge of its laws, processes and conditions. 
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Statistics here emerges as one of the key 
modalities for the production of the knowledge 
necessary to govern, rendering the territory to 
be governed into thought as a domain with its 
own inherent density and vitality. 

The second theme is the link between 
government and information. This is emphasised, 
for example, in the work of Pasquale Pasquino 
(1978). In the eighteenth-century German 
writings of von Justi, Sonnenfels, Obrecht and 
other theorists of “police”, a vital link is 
constructed between a politics of calculated 
administration of the population — with the 
ends of wealth, public order, virtue and happ- 
iness — and information. There can be no well- 
ordered political machinery or enlightened 
administration, they argue, without a know- 
ledge of the state of the population, and the 
numbering of persons, goods, activities, births, 
crimes, deaths and much else provides the 
material on which administrative calculation 
can operate. 

The third important theme I would like to 
emphasise concerns the formation of centres of 
calculation. This is stressed in the work of 
Bruno Latour (1987). To exercise power over 
events and processes distant from oneself it is 
necessary to turn them into traces that can be 
mobilized and accumulated. Events must be 
inscribed in standardized forms, the inscrip- 
tions transported from far and wide and 
accumulated in a central locale, where they can 
be aggregated, compared, compiled and calcu- 
lated about. Through the development of such 
complex relays of inscription and accumula- 
tion, new conduits of power are brought into 
being between those who wish to exercise 
power and those over whom they wish to 
exercise it. And, as Ian Hacking has pointed out, 
over the past two centuries in Europe, political 
attempts at the calculated administration of life 
have been accompanied by a veritable “avalanche 
of printed numbers”. These did not merely 
connect centres of calculation to other locales; 
they enabled the centre to act as a centre by 
means of its centrality in the flows of informa- 
tion that “re-present” that over which it is to 
calculate and seek to programme (Hacking, 
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1981). Turning the objects of government into 
numericized inscriptions, then, enables a mach- 
inery of government to operate from centres 
that calculate. 

Fourthly and arising from this, it is clear that 
such numbers do not merely inscribe a pre- 
existing reality. They constitute it. Techniques 
of inscription and accumulation of facts about 
“the population”, the “national economy”, 
“poverty” render visible a domain with a 
certain internal homogeneity and external 
boundaries. In each case, the collection and 
aggregation of numbers participates in the 
fabrication of a “clearing” within which thought 
and action can occur. Numbers here delineate 
“fictive spaces” for the operation of govern- 
ment, and establish a “plane of reality”, marked 
out by a grid of norms, on which government 
can operate (Miller & O'Leary, 1987; Rose, 
1988; Miller & Rose, 1990). 

If we start from these four themes, there 
appears to be a distinction between the Euro- 
pean approaches to the social history of 
quantification and those that have emerged 
from the U.S. Those familiar with the writings I 
have just cited may well have gained the 
impression that this “statisticalization” of poli- 
tics is bound up with attempts by the State to 
control and subordinate individuals and popu- 
lations. Studies of the European “science of 
police” in the seventeenth and eighteenth 
centuries have certainly stressed the role 
played by the collection and centralization of 
Statistics in the exercise of surveillance and 
discipline over the population (Oestreich, 
1982). Studies of the relation between social 
quantification and social politics in the nine- 
teenth century have stressed the role of 
Statistics in charting the moral topography of 
populations: a quantification of the problem 
spaces of crime and degeneracy that would 
appear to find its apotheosis in eugenics 
(Jones & Williamson, 1979; Rose, 1985). Other 
accounts have linked the quantification of the 
mind and of human conduct to the rise of 
disciplinary organizations such as the prison, 
the factory, the school and even the hospital, 
and have pointed to the link between such 
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statistical individualization and regulatory re- 
gimes seeking to exercise a hierarchical sur- 
veillance and normalizing judgement over their 
inmates (Foucault, 1977). Thus, it is not 
surprising to find such a sensitive and percep- 
tive historian of statistics as Ian Hacking arguing 
that the collection of statistics is enmeshed in 
the formation of a great bureaucratic State 
machine, part of the technology of power of the 
modern State. Statistics, in enabling the taming 
of chance, in turning a qualitative world into 
information and rendering it amenable to 
control, in establishing the classifications by 
which people come to think of themselves and 
their choices, appears to be bound up with an 
apparatus of domination (Hacking, 1981, p. 
15). 

Both Cline Cohen’s book and Paul Starr’s 
opening essay in the Alonso and Starr collection 
remark upon this link between statisticalization, 
_ surveillance and discipline. They point out that 
the term censor dates from Roman times: the 
censor was one who censed, who counted adult 
male citizens and their property for purposes of 
taxation and to determine military obligations 
and political status, and one who censured, who 
was charged with the control of manners. The 
earliest relations between statistics and politics 
maintained this link between numbering, sur- 
veillance and censure but combined it with the 
notion. that the power of the prince could and 
should be exercised in a rational way, depen- 
dent upon a knowledge of and a calculation 
about those over whom government was to be 
exercised. Paul Starr reminds us that the term 
Statistics derives from the seventeenth-century 
German notion of a science of states. In 
Conring’s notion of Staatenkunde, the system- 
atic study of states was based upon the 
collection of and systematic tabulation of facts, 
although these facts did not consist exclusively 
of numbers. It was the science of police that 
developed in Europe in the seventeenth cen- 
tury that entwined statistics and the census. 
Patricia Cline Cohen cites Jean Bodin’s argu- 
ment that it was expedient to enrol and number 
the subjects of a commonwealth partly because 
from the numbers, ages and quality of persons a 
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government could learn the military and colon- 
izing potential of a country and plan for 
adequate food at time of siege or famine. But 
also, as he enrolled the subjects, the censor 
would be inspecting, exposing and judging 
them, serving thereby “to expell ali drones out 
of a commonweale, which sucke the honey 
from the Bees, and to banish vagabonds, idle 
persons, thieves, cooseners, and ruffians ... who 
although they walke in darkness, yet hereby 
they should bee seene, noted and known” 
(Bodin, [1606] 1962, pp. 537—546, quoted in 
CP, p. 37). 

None the less, both Cline Cohen and Starr 
trace a different, democratic destiny for the 
quantification of politics. It is true that, in 
Britain in the late seventeenth century, William 
Petty’s political arithmetic sought, as Starr puts 
it, “the application of rational calculation to the 
understanding, exercise, and enhancement of 
state power” (PN, p. 14). But political econom- 
ists were sceptical of the reliability of data, and 
of the assumptions of a politics of State 
governance of economic life. Starr draws upon 
Peter Buck’s argument that, in the second half 
of the eighteenth century, a broad ideological 
shift transformed political arithmetic from “a 
scientific prospectus for the exercise of state 
power” into “a program for reversing the 
growth of government and reducing its influence 
on English social and economic life”. For Buck, 
this is a matter of conceiving of people not as 
subjects but as citizens, and of freeing political 
arithmetic from State power, “allowing it to 
reenter the domain of public controversy on 


‘new terms” (Buck, 1982, quoted in PN, p. 15). 


From this point both Cline Cohen and the 
essays in Alonso and Starr connect with a more 
benign and optimistic American account of the 
links between Statistics and government. Starr 
does cite Otis Dudley Duncan’s claim that 
social and economic statistics, like other forms 
of measurement, are developed, promoted and 


` imposed at particular historical moments be- 


cause they serve particular interests, including 
a State interest in co-ordination and control 
(Duncan, 1984, cited in PN, p. 9). But in the 
American writings, this interest in control and 
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co-ordination is not construed in terms of 
surveillance and discipline. Rather, it is analysed 
in a pluralist manner, in terms of the means 
whereby private entities may co-ordinate one 
with another; in terms of the defeat of supersti- 
tion by the belief in quantitative control; in 
terms of the replacement of old relations of 
status, rank and dependence by those of 
objectivity and truth. 

Theodore Porter has recently developed 
these themes (Porter, 1986, 1990). He argues 
that statistics certainly entails standardization. 
But standardization is not just a matter of the 
imposition of a system of bureaucratic regula- 
tion. Rather, it is a condition for interaction in 
diversified societies with an expanded division 
of labour, requiring a common means of 
“trading” between difficult sectors — that is to 
say, requiring something that will provide a 
certain “translatability”. Stable standards thus 
enable the co-ordination of commercial activi- 
ties across wide time—space zones, producing a 
means by which widely dispersed activities can 
be made commensurable one with another. 

For Porter, quantification is significant be- 
cause it standardizes both its object and its 
subject. It standardizes the object in that it 
establishes in univocal terms what is a yard, a 
bushel, a kilometre, the exchangeable worth of 
a piece of coin. Measure is no longer modulated 
by judgements based on experience of the 
quality of the thing measured (cf. Kula, 1986). 
This puts an end to practices such as those 
which for so long enabled the quantum of land 
or grain that counted as a particular unit of 
measure to be increased or decreased in the 
light of a judgement as to its quality. Further, 
quantification standardizes the subject of 
measurement — the act of exchange is no 
longer dependent on the personalities or sta- 
tuses of those involved. The lord can no longer 
require that his bushel be measured out in grain 
‘poured from a greater height into the container, 
thus packing it more densely, or in a wide, 
shallow container that will gather a greater 
quantity in the heaping. Hence, while quantifi- 
cation is certainly bound up with the emergence 
of a specialist elite who calculate in terms of 
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numbers, this is not simply a matter of the rise 
of technocracy. The officials who use these 
Statistical and calculative methods are them- 
selves constrained by the calculative apparatus 
they use. And this means that quantification 
produces a certain type of objectivity. As 
Anthony Hopwood has remarked, a network of 
the apparently precise, specific and quantitative 
emerges out of, and is superimposed upon, the 
contentious and the uncertain (Hopwood, 
1985, p. 4). 

For Porter, the objectivity imposed by stan- 
dardization and quantification is not merely a 
matter of epistemology. The establishment of a 
domain of objectivity is linked to those social 
transformations that increase mobility of popu- 
lations, and expand the domain of trading into 
new markets and locales. The old bonds that 
assured the mutuality of persons entering into 
trade no longer figure: a new objectivity is a 
substitute for that lost trust. In that it attempts 
to externalize the individual from the calcula- 
tion, the objectivity conferred by calculation 
establishes a potential domain of “fairness” of 
that which is above party and peculiar interests. 
And to the extent that decisions are trans- 
formed from acts of judgement to the outcome 
of rule following, the opportunity for discretion 
and the imposition of partiality is reduced. Thus 
numerical rules constrain: impersonality rather 
than status, wisdom or experience becomes the 
measure of truth. In a democratic society with 
an elaborated sphere of “civil society” and a 
plurality of interest groups, numbers produce a 
public rhetoric of disinterest in situations 
of contestation. One could follow Anthony 
Hopwood here in putting this rather more 
sharply: numbers, and the specialist know- 
ledges and professional techniques associated 
with them “can become implicated in the 
creation of a domain where technical expertise 
can come to dominate political debate” (1985, 
p. 5) A spiral of “technicization of politics” 
emerges between the new visibility of “the 
facts” and the imperative of increased technical 
expertise to gather and interpret them. Num- 
bers are not just “used” in politics, they help to 
configure the respective boundaries of the 
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political and the technical, they help to estab- 
lish what it is for a decision to be “disinterested”. 

Neither of the two books under review 
contributes much to the array of intellectual 
tools available for the analysis of the numeric- 
ization of politics. Cline Cohen implies that the 
power of numbers arises, in large part, from 
their “ordering capacity”. Numbers are “order- 
ing”, she claims, for four basic reasons. Firstly, 
enumeration creates a “bond of uniformity” 
around the objects counted — one can add 
oranges and apples if one wants to know how 
much fruit there is. Secondly, numbers enable 
unlike orders of magnitude to be brought into a 
relation with one another — distances over 
oceans with altitudes of mountains, the volume 
of a barrel of ale and that of a tub of lard, the 
climate of Massachusetts and that of London. 
Thirdly, numbers can sort out the combined 
effects of several components and hence stabil- 
ize a process which is in flux: velocity can be 
decomposed into time and distance, population 
growth into fertility and mortality. And num- 
bers can be utilized in matters of probability, to 
convey a notion of risk. These cognitive 
features of number are drawn upon in certain 
cultural conditions, she suggests, thus in con- 
texts of social and intellectual disorder, flux and 
spiritual ‘disarray, the. ordering powers prove 
attractive and are capitalized upon — hence the 
spread of numeracy. How well this account 
fares, we shall see presently. 

Paul Starr, in his opening essay of Alonso and 
Starr’s collection, attempts something more 
substantial in the way of a review and synthesis 
of the very varied literature on the sociology of 
Official statistics. He proposes the notion of a 
“statistical system” as a means of conceptualiz- 
ing the social organization of numbers. A 
statistical system is (PN, p. 8): 


a system for the production, distribution, and use of 
numerical information. A statistical system may be said 
to have two kinds of structure — social and cognitive. 
Its social organization consists of the social and 
economic relations of individual respondents, state 
agencies, private firms, professions, international organ- 
izations and others involved in producing flows of data 
from original sources to points of analysis, distribution, 
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and use. Cognitive organization refers to the structuring 
of the information itself, including the boundaries of 
inquiry, presuppositions about social reality, systems of 
classification, methods of measurement, and official 
rules for interpreting and presenting data. 


From this promising beginning, however, Starr 
moves to a general conspectus running rapidly 
through issues ranging from the origin of 
statistics in the idea of a science of statecraft to 
the phenomenological critique of official statis- 
tics. Despite the eclecticism of this account, his 
thinking about the links between statistics and 
politics is certainly in the benign pluralist 
tradition. For example, he distinguishes the pre- 
modern census, “used explicitly for keeping 
people under surveillance and control” (PN, p. 
11), from the modern census, which, he claims, 
“has as its primary and manifest function the 
production of quantitative information” (PN, p. 
11). The distinction illustrates clearly the 
limitations of analyses that construe power as 
control and suppression, where suppression 
cannot be found, the analyst feels able to ignore 
power effects. Hence, while Starr suggests that 
the key issue to be explored concerns “the 
demands of the modern state for social and 
economic intelligence” (p. 15), it is not 
surprising that his analysis does little to help us 
to understand these demands. 

Starr is similarly inconclusive in relation to 
the question of whether there is something, in 
general, that numbers can do for politics as a 
result of what he terms “the cognitive organ- 
ization of statistics systems”. He does, however, 
draw out some aspects of significance. At root, 
he argues, statistical systems reduce complexity. 
“Social conditions and the characteristics of 
people are myriad and subtly varied; statistical 
inquiries must be limited to particular items 
and categories of response. Yet the raw data 
thereby collected can be combined and analyzed 
in sundry ways; scarce cognitive as well as 
economic resources dictate that only some 
routes be followed” (PN, p. 40) Starr here 
alights upon an issue that has been illuminated 
in particular by a French tradition of history and 
philosophy of science. As Gaston Bachelard 
and, more recently, Bruno Latour have shown, 
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the technical processes which materialize the 
world — in graphs, figures and other traces — 
necessarily perform an act of simplification 
more akin to the “realization” of theoretical 
categories in the world than the “representa- 
tion” of the world in thought (Bachelard, 1951; 
Latour, 1986; cf. Gaukroger, 1976). 

Starr, however, focuses on the sociological 
implications of this reduction of complexity. 
This, he claims, can be neither ideologically nor 
theoretically innocent. On the contrary, the 
processes of simplification embody the expec- 
tations and beliefs of the responsible techni- 
cians and officials; the discretion that they 
inevitably exercise is dissimulated by the claim 
that their expertise, whilst indispensable, is 
“merely technical”. Expectations and beliefs are 
embodied in the framing of statistical enquiry, 
for example, shaping what is counted and in 
relation to what explicit or implicit theories. 
They are embedded in the systems of classifica- 
tion adopted, for example ethnicity rather than 
race, nationality, ancestry, cast or religion. They 
are embodied in how the measurement is done, 
and what forces have their concerns embedded 
in numbers. They are bound up with questions 
as to how often to measure and how to deal 
with change, for example data on the money 
supply is published monthly but estimates of 
poverty are annual and the census is taken 
every ten years. And they are embodied in the 
ways in which bureaucrats choose to shape and 
present the data, for example the “specious 
accuracy”, to use Morgenstern’s term, in which 
figures are reported to several decimal places. 

The ultimate reduction of complexity in 
official statistics, Starr notes, is the choice of the 
single number that will figure in the briefings 
and speeches of politicians and in the headlines. 
Others have discussed the power of the single 
figure, drawing attention to the particular 
potency of those numerical technologies that 
can reduce the complexity of experience to a 
single comparable, quotable, calculable number 
(Miller, 1989; cf. Hopwood, 1986). Starr over- 
looks these calculatory and regulatory con- 
sequences, concentrating instead upon the 
features that undercut the claims of the figures 
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to be what they purport — their role as 
cognitive commitments, their place in con- 
temporary political rhetoric, their normative 
content, the danger when they are used as 
“automatic pilots” in decision making. This is a 
point taken up in the contribution to PN by 
Kenneth Prewitt. To assign responsibility for 
classification to the statistical system, Prewitt 
argues, transforms the thing being measured — 
segregation, hunger, poverty — into its statis- 
tical indicator. The search for objective rules to 
eliminate subjective judgement, here as else- 
where in rule of law politics, merely pushes 
politics back one step to disputes about methods. 
Again, a technicization of the political has been 
accomplished: “Arguments about numerical 
quotas, availability pools and demographic 
imbalance become a substitute for democratic 
discussion of the principles of equity and 
justice” (PN, p. 272). . 

Yet, despite his criticisms, Starr ends on an 
optimistic note. However imperfect they may 
be, statistics are a means for reducing the fear of 
unchecked power (PN, p. 57): 


To subordinate ourselves under an impersonal rule is 
the fundamental reason why we have laws and constitu- 
tions. However imperfect, a rule of law tends to restrain 
the use of powers and thereby enlarges liberty. 
Statistical systems help to accomplish similar purposes, ` 
and, despite their imperfections, they may also contri- 
bute to our freedom. 


These American considerations of the politics 
of numeracy and quantification echo themes 
common to much American sociology and 
political science. Thus, many of the examples 
discussed by Cline Cohen and many of the 
contributions to Alonso and Starr raise points 
about why particular numerical indices are 
salient rather than others, about why this is 
counted rather than that, about the accuracy of 
the figures, or about the disputes between 
different forces, locales, interests about what 
should be counted and by whom. They demon- 
strate that political numbers are bound up with 
struggles and contestations amongst interest 
groups and sectional lobbies. They illuminate 
the clashing cultures, values and objectives of 


GOVERNING BY NUMBERS 


the academics who theorize the figures, the 
Statisticians who calculate them, the techno- 
crats who utilize them and the politicians who 
calculate or pontificate in terms of them. They 
contribute to what one might term the “political 
sociology” of numbers. But beyond their own 
perspectives, we can link these amiable American 
reflections to the European concerns about 
power. For they enable us to explore the 
relations between quantification, numeracy, 
Statistics and democracy as a mentality of 
government and a technology of rule. 


THE NUMERICIZATION OF AMERICA 


Patricia Cline Cohen begins her book by 
posing an apparently simple historical question: 
“why was it that in the 1820s and 1830s there 
suddenly appeared many types of quantitative 
materials and documents that previously had 
been quite rare? Not only government agencies 
but private associations and individuals were 
eagerly counting, measuring, and churning out 
data” (CP, p. 4) She answers this question by 
examining two correlative processes. On the 
one hand, projects to spread “numeracy” in the 
population. On the other, the spread of what 
she usefully terms the “domain of numbers” as 
things once thought of solely in qualitative 
terms become subject to quantification. 

Whilst in the course of her account she 
proposes a number of pragmatic and ad hoc 
reasons for the expansion of the domain of 
numbers, from administrative convenience, 
comparability across time and space, planning 
and the like, she argues that quantification itself 
emerges in the seventeenth century in response 
to major political, economic and cosmological 
shifts marked by disorder and even chaos. 
Politically, she points to the development of the 
new concepts of public administration embodied 
in mercantilism, in which the government 
claimed a right to regulate economic activity. 
This, she suggests, created a justification for 
evaluating national resources, including the 
population and the volume of trade, and 
increasingly such evaluations were quantitative 
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(CP, p. 41). Economically, she points to three 
strands of development. More people were 
drawn into the world of monetary exchange 
involving calculation and bookkeeping by the 
rise of capitalism. Seamen had to be introduced 
to mathematics in the navigational develop- 
ment required for overseas trading and adven- 
turing. And the disruption of population stability 
“loosened some men ftom their roots, setting 
them adrift in English society, and startled other 
men, like Bodin, into quantitative inquiries in 
an effort to create order” (CP, p. 41). But Cline 
Cohen places her emphasis on cosmology — 
not the Weberian link between Calvinism and 
calculation, but the inability of the Aristotelian 
system of scientific classification to make sense 
of a world newly teeming with activities cutting 
across the classic categories (CP, pp. 44—45). 
As I have already suggested, quantification 
emerges, for Cline Cohen, as a new mode of 
imposing order. Given that all the “ordering 
qualities” of numbers existed in the seven- 
teenth century; in those “turbulent and dis- 
orderly years, quantification must have seemed 
an alluring way to impose order on a world in 
flux” (CP, p. 44). One is tempted to agree with 
Paul Starr, when he points out that “unsettling 
conditions cannot, in themselves, produce an 
interest in quantification, except perhaps in the 
context of particular intellectual traditions” 
(PN, pp. 22-23). For it is certainly as unsatis- 
factory to seek to explain new modes of 
cognition by pointing to “social conditions” as 
it is to point to “economic needs” or “political 
functions”. But even to pose the question in this 
way is to become locked in the interminable 
debates about the relations between “ideas” 
and their “social context”. Social conditions 
are never active in human affairs as raw 
experiences but only in and through certain 
systems of meaning and value. Ideas are con- 
Sstitutively social in that they are formed and 
circulated within very material apparatuses for 
the production, delimitation and authorization 
of truth. It is perhaps time, once and for all, to 
cease to distinguish the intellectual from the 
social only to ask how they are related. 
Cosmological changes, for Cline Cohen, also 
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account for the spread of numbers in the 
eighteenth century. She denies the familiar 
sociological explanation in terms of the growth 
of commerce, proposing instead that the key 
factor was a change in the way in which men 
thought about human affairs and divine inter- 
vention. Specifically, she argues, it was the 
decline of religious fatalism and uncertainty, 
and the discovery of peculiar regularities in 
events once thought to be under divine powers 
which led to the rise of a spirit of control and 
the evolution of “the mathematical sense” (CP, 
p. 83). This explanatory relationship between 
cosmological and social changes is rather 
unsatisfactory, not least because it assumes 
what it sets out to prove. But this should be 
seen neither as a reason for retreating to a 
history of ideas, nor as a plea for finer-grained 
and more detailed historical investigation. 
Rather, I suggest, we should re-pose our 
question. Cline Cohen, like so many others, asks 
the question “why?” — why this new use of 
numbers at this time and this place. But what if 
we free ourselves from a certain principle of 
causality, a certain search for determinants and 
explanations in history (cf. Foucault, 1986). We 
would then be able to ask a more productive 
question: not “why?” but “how?” In relation to 
what problems, by means of what intellectual 
technologies, according to what ethical systems 
and governmental problematics, did numbers 
become such an essential part of American 
political culture? 

Notwithstanding its occasional appeal to 
cosmology, Cline Cohen’s account is rich with 
evidence concerning these more down-to-earth 
matters. She identifies two central issues in the 
eighteenth century: epidemic disease and per- 
sonal conduct. The numerical charting of 
patterns of epidemic illness and the quantitative 
demonstration of the success of inoculation 
induced a change of attitude to numerical 
arguments: human intervention could alter the 
course of nature; quantification was essential as 
a tool for both doing this and assessing the 
results; one was entitled to so intervene in 
order for each to live their full life (CP, p. 108). 
Further, for Protestants like Benjamin Franklin, 
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there was an issue of personal conduct at stake. 
Numbers were bound up with a certain way of 
approaching the world. They conferred certainty, 
they contributed to knowledge, they revealed 
regularities, they created regularities. And, in 
doing so, numbers fostered detachment from 
feeling, passions and tumults (CP, p. 115). The 
promulgation of numbers was thus inseparably 
bound up with the valorization of a certain type 
of ethical system. Numeracy was an element in 
the ethical technologies that would, it was 
hoped, produce a certain kind of disciplined 
subjectivity. 


CITIZENS MUST CALCULATE: NUMERACY 
AND DEMOCRATIC SUBJECTIVITY 


It was in the nineteenth century, argues Cline 
Cohen, that numbers established the basis for 
their modern hold on the American political 
imagination. 


The commercial revolution stimulated reckoning skills 
as it pulled more people into a market economy. The 
political revolution that mandated the pursuit of 
happiness as an important end of government found its 
proof of the public’s happiness in statistics of growth 
and progress. And the proliferation of public schools, 
designed to ensure an educated electorate, provided a 
vehicle for transmitting numerical skills to many more 
people (CP, p. 117). 


It is at this point that Cline Cohen illuminates 
most clearly the relation between disciplined 
subjectivity, numeracy and democracy. Arith- 
metic was to cease being commercial; it was to 
become republican. l 

Take, for example, decimal money. Decimals 
had been studied for two hundred years by 
mathematicians, but nineteenth-century America 
was the first country to put them to practical 
use. Jefferson, in 1790, had argued for the 
superior ease of reckoning in decimals in these 
terms (Jefferson, 1790, quoted in CP, p. 128): 


The facility which this would introduce into the vulgar 
arithmetic would, unquestionably, be soon and sensibly 
felt by the whole mass of people, who would thereby be 
enabled to compute for themselves whatever they 
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should have occasion to buy, to sell, or measure, which 
the present complicated and difficult ratios put beyond 
their computation for the most part. 


Cline Cohen argues that proponents of the new 
federal money based on the decimal system 
took up these concerns, and claimed 


that they were democratising commerce by putting 
computation within the reach of nearly all. At the same 
time, the self consciously utilitarian spirit of the new 
nation invaded education and elevated arithmetic to the 
status of a basic skill along with reading and writing. 
Decimal money and arithmetic education were justified 
as fruits of republican ideology; numeracy was hailed 
as a cornerstone of free markets and a free society (CP, 
p. 127). 


The pedagogy of numbers was not only repub- 
lican because it generalized the competence to 
calculate, it was republican because it was a 
pedagogy of reasoning itself. As the investiga- 
tion of mathematical truths accustomed the 
mind to method and correctness in reasoning, it 
was, as the author of the first American 
elementary arithmetic text to be published in 
the new republic put it, “peculiarly worthy of 
rational beings” (Nicolas Pike, quoted in CP, 
p. 132). Or, as Catherine Beecher put it in 
1874, the object in studying arithmetic “is to 
discipline the mind’ (quoted in CP, p. 145, 
emphasis in original). 


As Cline Cohen puts it (CP, pp. 148-149): 


numeracy spread in the early nineteenth century under 
the influence of two powerful attitudinal changes: the 
extension of the commercial, or marketplace, frame of 
mind and the growing dominance of certain ideas 
associated with the fostering of democracy, especially 
the notion that rationality in the greatest possible 
number of people was desirable. As commerce invaded 
everyday life, more people had somehow to acquire the 
mental equipment to participate in it. As widespread 
rational thinking came to be perceived as necessary to 
the workings of democracy, educators looked to 
mathematics as the ideal way to prepare a republican 
citizenry. 


Of course, there are innumerable philosophical 
writings debating the meaning of citizenship 
and its moral basis. No doubt these texts are 
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significant. But this significance is not that 
usually accorded to them by historians of ideas. 
It is not that either the roots or the evidence of 
citizenship are to be found in them; rather they 
can be seen as intellectual problematizations of, 
and philosophical commentaries upon, their 
own times. To understand the genealogy of 
citizenship as a socio-historical phenomenon 
we should lower our eyes from these grand and 
airy deliberations and examine also the mun- 
dane, the small scale, the technical. Citizenship 
should be studied at the level of the practices, 
technologies and mentalities within which 
citizens were to be formed, not simply as the 
moral subjects that philosophical deliberation 
seeks to equip with abstract rights and freedom, 
but as the subjects of governmental technolo- 
gies, ethicalized individuals capable of exercis- 
ing self-mastery, discipline, foresight, reason 
and self-control. Ian Hunter has shown the ways 
in which pedagogic discourses and techniques 
in the nineteenth century took such a “re- 
sponsibilizing” role upon themselves, seeking 
to utilize practices ranging from playground 
supervision, through teaching style to curri- 
culum content in the service of the production 
of a regulated subjectivity (Hunter, 1989). Such 
a genealogy linking democratic mentalities of 
government, pedagogy and regulated subjectivity 
gains support from Cline Cohen’s account of 
republican arithmetic. Democracy requires 
citizens who calculate about their lives as well 
as their commerce. Henceforth, the pedagogy 
of numeracy was an essential part of the 
constitution of subjects of a democratic polity. 
If government -was to be legitimate to the 
extent that it was articulated in a discourse of 
calculation, it was to be democratic to the 
extent that it required and sought to produce 
responsible citizens, with a subjectivity dis- 
ciplined by an imperative to calculate. 


CALCULATING AUTHORITIES: FROM 
STATISTICS TO THE CENSUS 


In the American case, the statisticalized 
census was to be a vital point of linkage 
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between government and number. Of course, 
as we have seen, both the census as a count of 
population for purposes of-tax and surveillance, 
and statistics as science of state, predate 
democracy. Furthermore, the will to. quantify 
was not the prerogative of the public powers. In 
the U.S., from the late eighteenth century and 
throughout the first half of the nineteenth 
century, a host of individuals carried out 
enquiries into the civil condition of the people 
and compiled these into gazetteers. It was, in 
the first place, these diverse quantifiers who 
made the link between number, fact and good 
government. To govern legitimately was not to 
govern at the mercy of opinion and prejudice, 
but to govern in the light of the facts. On the 
one hand, government needed more facts. On 
the other, government could be pressed to 
adjust its policies — in relation to the miseries 
of the public prisons, the suppression of 
intemperance, the availability of educational 
facilities — in the light of the facts. The 
formation of a numericized public discourse is 
not only a resource for government; as Kenneth 
Prewitt points out in his contribution to PN, it is 
also a resource whereby various forces may 
seek to mobilize government by challenging its 
claims to efficacy. Indeed information, “facts 
‘and figures”, “may give an advantage to the 
weak, whose case, if strong and technical, can 
count for something” (Wilensky, cited by 
Prewitt, PN, p. 271). In modern democratic 
discourse, numbers are thus not univocal tools 
of domination, but mobile and polyvocal re- 
sources. I shall return to this point at the 
conclusion of this essay. 

But statistics in America were to have a 
second democratic vocation. They were to be 
deployed in a problem space peculiar to an 
ethic of democratic authority —- that of con- 
stituting a public domain that unifies individual 
wills, of governing diversity in the name of the 
common good. As Cline Cohen puts it: “pro- 
ponents of statistics claimed that a comprehen- 
sive knowledge of general social facts could be 
the foundation of a new politics. Knowing the 
exact dimensions of heterogeneity would com- 
pensate for the lack of homogeneity in the 
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diverse United States ...Facts would dispel the 
factious spirit” (CP, p. 155)., Facts, being above 
factions, would illuminate that overarching 
realm within which the nation was to be unified 
in a single moral universe. 

This theme is developed in various contribu- 
tions to PN. Thus Nathan Keyfitz cites William 
Kruskal’s argument that the census “provides a 
sense of social cohesion, and a kind of non- 
religious communion: we enter the census 
apparatus as individual identities with a handful 
of characteristics” but the census itself confers 
a kind of group national identity upon us (PN, 
p. 238). And Steven Kelman, in his discussion of 
the political foundations of American statistical 
policy, singles out this celebratory aspect of the 
census, its place as a ritual of national identity. 
The census, argued members of congress in 
1879, was “the great picture of our physical and 
social freedom ... displayed for the judgment of 
mankind” from which not only foreigners but 
also “our own people” were to learn “what we 
really are” (PN, pp. 287—288). 

If facts are necessary for good government, 
then it makes sense for the facts to be 
governmentalized. Herein lay the argument for 
an expanded census. The requirement for a 
census was built in to the Constitution, for a 
periodic count of free and enslaved persons was 
necessary to determine the numerical basis for 
representation in the lower house of Congress. 
In the early nineteenth century, many agreed 
with James Madison that an expanded census 
was desirable because “in order to accommo- 
date our laws to the real situation of our 
constituents, we ought to be acquainted with 
that situation” (quoted in CP, p. 160). Yet, 
whilst some made demands for all sorts of 
information in addition to the count of occupa- 
tions that Madison had sought, others opposed 
anything but a simple head count. Why the 
controversy? 

One issue concerned the content of counting 
— what it was legitimate to count and why. To 
this I shall return. But a second, perhaps more 
fundamental issue concerned the nature of the 
polity in a democracy. As Cline Cohen argues, 
this was a controversy over the existence of 
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peculiar interests as opposed to the common 
good — should democratic government be 
based upon the premise of a single common 
good embracing the whole community, or 
should it seek to adjust itself to the several 
classes of persons with their various, principally 
economic, interests. Some viewed society as an 
organic whole. For them, as Prewitt points out, 
the object of government was the pursuit of a 
public good that could not be divided, and the 
pursuit of politics an exercise of virtue. Others, 
notably Madison, “viewed society as consisting 
in multiple and diverse interests. To govern 
such a society in democratic fashion required 
complex information about the composition of 
the public” (PN, p. 268) By 1820, the Madisonian 
ideal of democracy, as a nicely calculated 
exercise of power, had prevailed. The polity 
was now to be broken into its several classes; 
the census was to require each household to be 
allotted to one, and only one, sector of the 
economy. As Cline Cohen puts it “The common 
good was being broken into constituent parts, 
and the social order could now be compre- 
hended through arithmetic” (CP, p. 164). 

In the preface to the 1838 edition of his 
almanac, Joseph Worcester wrote: “all intelli- 
gent and judicious legislation must be founded, 
in. great measure, on statistical knowledge”: if 
Statistics on population, manufactures and agri- 
culture, crime and pauperism, education and 
religion were collected regularly, it would 
“greatly increase the ability of the national and 
state governments, as well as of societies and 
individuals to promote the interest, and advance 
the moral civilization and improvement, of the 
people” (Worcester, 1838, quoted by Kelman 
in PN, pp. 281-282). And Steven Kelman 
quotes President Martin Van Buren: the 1840 
census should “embrace authentic statistical 
returns of the great interests specially entrusted 
to, or necessarily affected by, the legislation of 
Congress”. (PN, p. 282.) It is with this census of 
1840 that Cline Cohen’s book ends. Some had 
hoped that this was to be a “full dress inventory 
of the greatness of America”, but Cline Cohen 
argues that this census led to a new scepticism 
over the reliability of numbers, a scepticism 
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that arose around the issues of race, slavery and 
insanity. 

Amongst those who had become objects of 
government by 1840, and hence objects of 
Statisticalization, were the mad. The 1840 
census added a count of the insane and idiots, 
distinguished by race and by mode of support, 
to the counts of the blind, deaf and dumb, that 
had been included in 1830. When the results of 
the census were published in 1841, the total 
number of those reported as insane or feeble 
minded in the U.S. was over 17,000. More to the 
point, perhaps, nearly 3000 were black, and the 
rate of insanity amongst free blacks was 11 
times higher than that of slaves and six times 
higher than that of the white population. For 
those who opposed abolition, like U.S. Vice 
President John C. Calhoun, these census figures 
proved that blacks were congenitally unfit for 
freedom. Abolition, far from improving the 
condition of “the African”, worsened it: where 
“the ancient relations” between the races had 
been retained, the condition of the slaves had 
improved “in every respect — in number, 
comfort, intelligence and morals ...” (quoted in 
Gilman, 1985, p. 137). Gilman cites an essay in 
the American Journal of Insanity as late as 
1851, citing the 1840 census as proof of the 
inferiority of the blacks. For Cline Cohen 
however, the significance of the public and ill- 
tempered wrangle between the various officials 
and congressmen is that it took a novel form: a 
questioning of the factuality of numerical facts. 
This debate marks, for her, the moment of loss 
of innocence for political statistics — the 
recognition that statistics could lie, and that 
statistics could be challenged by other statis- 
tics. But the key point of this episode, as she 
also recognizes, is that political controversy and 
numerical controversy have become insepar- 
ably intertwined. From this point on, that is to 
say, political disputes will be waged in the 
language of number. 

The key argument for the expansion of the 
census in the U.S. from the 1840s to the present 
was put succinctly in 1849: “the American 
statesman”, argued Senator Hunter, must “obtain 
a full and accurate view of all the parts of that 
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vast society whose machinery he directs” 
(quoted by Kelman in PN, p. 282). The obvious, 
but none the less significant, consequence was 
that what was counted was what was proble- 
matic for government. As Kelman points out 
(PN, p. 283): 


The introduction of questions on manufacturers in the 
1810 census reflected a new interest in the industries of 
the industrial revolution and demands for legislative 
action to aid them. The dramatic expansion of statistics 
about social problems such as illiteracy, ill health, 
insanity, pauperism, crime and so forth, that began in an 
important way with the censuses of 1840 and 1850 
mirrored a growing concern that the large wave of 
immigration of poor people was creating social prob- 
lems. The collection of wage statistics and detailed 
information about the railroad and insurance industries, 
introduced after the Civil War, was a sign of the growing 
legislative interest in labour relations and big business. 


By 1880, few would dissent from Representa- 
tive Cox’s assertion that “a country without a 
census cannot be well-governed” (quoted in 
PN, p. 283). 

Three themes emerge clearly from the genea- 
logy of the American census in the nineteenth 
century. Firstly, numbers are linked to specific 
problematizations. To problematize drunken- 
ness, idleness or insanity requires it to be 
counted. Reciprocally, what is counted — 
slavery, pauperism, insanity — is what is 
problematized. To count a problem is to define 
it and make it amenable to government. To 
govern a problem requires that it be counted. 
Secondly, numbers are linked to evaluation of 
government. To count is bound up with a new 
critical numeracy of government, to measure 
the success of government is to measure 
quantitative changes in that which it seeks to 
govern. As George Tucker put it in his 1847 
prospectus for a nationwide General Statistical 
Society, statistics alone enable us to trace the 
success of government in relation to “a nation’s 
moral and religious improvement; its health, 
wealth, strength and safety” (CP, p. 221), 
Thirdly, numbers are essential to authority’s 
claim that it is legitimate because it is represen- 
tative. Numbers figure out the continual adjust- 
ment between those who have power and those 
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over whom they claim the right to exercise 
it. 


MAKING UP THE NATION: 
DEMOCRACY AND THE CENSUS 


What is the nation? This question has a 
particular salience for democracy. Democracy 
as an ethico-political governmental rationality 
is based upon the legitimacy apparently con- 
ferred upon political power by a quantitative 
relation between those holding political authority 
and those subject to it. The debates over 
apportionment illustrate the complex relation- 
ship between such a political rationality and the 
technologies of government which can help to 
operationalize democracy. Prior to the Con- 
stitutional Convention of 1787, each state had 
equal power within the Confederation. How- 
ever, at that convention the delegates from the 
larger states wanted to give equal weight to 
each person, and thus most power to the states 
with the biggest populations. As William Petersen 
explains: 


The compromise effected was to balance power by 
establishing a bicameral Congress; in the Senate, with 
equal representation from each member of the Union, 
the less populous states had relatively more weight; and 
in the House, with representation proportional to the 
population, those with more inhabitants dominated. To 
maintain this balance the number in the lower house 
had to be adjusted periodically to population growth, 
and the first link between politics and enumeration was 
thus inscribed in the Constitution itself CPN, p. 192). 


But, of course, the delegates from North and 
South were divided, above all, on the question 
of slavery; the compromise on this was precisely 
numerical: apportionment was based on all free 
persons except Indians “not taxed” (that is, not 
living in the general population), plus three- 
fifths of “all other persons”. For each 100 slaves 
in a congressional district, that is to say, it 
received representation equivalent to that for 
60 free persons (PN, p. 193). 

From the time the Constitution was written, 
the census was bound up with both the spatial 
and the racial distribution of political power. By 
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the end of the nineteenth century, this was 
taking the form of a new politics of blood and 
race, problematizing now not the rate of 
increase of the population of free white men 
and coloured slaves but immigration. Francis 
Walker, “the intellectual founder of the immi- 
gration restriction movement ... warned native 
Americans that they were being overrun by 
hordes of ‘degraded’ immigrants from Southern 
and Eastern Europe: ‘beaten men from beaten 
races’” (Walker, 1899, quoted by Conk, PN, p. 
162). And Francis Walker was none other than 
director of the census. 

Walker’s theories of the difference between 
old immigrants and new immigrants, and the 
evidence he gathered in his new techniques for 
monitoring changes in the population though 
centre of population maps and population 
density maps, proved crucial in the passage of 
the legislation that restricted immigration to 
the U.S. on racial lines. A range of events — the 
effects of mobilization for the war on percep- 
tions of immigrants from the Central Power 
nations, the 1919 strike wave — led many to 
see the cities and their polyglot population as 
destroying the fabric of American democracy. 
Congress balked at passing the reapportion- 
ment legislation that was indicated by the 1920 
census, for population growth would add 
representatives to those urban industrial states 
with large foreign-born populations. But if the 
census produced and demonstrated the prob- 
lem, it could also promise to resolve it. 

A study of the national origins of the 
population, showed that though immigrants 
were one of the fastest growing groups in the 
population in the early twentieth century, the 
descendants of persons enumerated at the 
second census actually made up over half the 
1990 white population. The grounds for this 
characterization of the composition of the 
American population in 1790 was W. S. Rossiter’s 
rather speculative estimate made on the basis of 
the surnames listed in the enumeration. None 
the less it enabled the restrictionists to argue 
that, since the majority of Americans in 1800 
came from Northern Europe, the majority of 
twentieth-century immigrants would have to 
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come from Northern Europe in order to 
preserve the exiting racial balance of the 
nation. The National Origins Act of 1924 called 
for a calculation of “the number of inhabitants 
in the continental United States in 1920 whose 
origin by birth or ancestry is attributable to 
[each] geographical area” (quoted by Petersen, 
in PN, p. 220). The Act operationalized the 
numericization of the population through 
immigration quotas, cut immigration to 150,000 
per annum, and allocated 71% of the quotas 
to Great Britain, Germany and Ireland. As 
the related events of the next two decades 
in Europe were to show, such a numericiza- 
tion of a politics of the population founded on 
blood, race and territory was to have global 
implications. 

But the numerical inscription of race is 
two faced: it can also ground a positive poli- 
tics of identity. As Petersen points out (PN, 
p. 218): 


those departing from the multi-ethnic pre-1914 
empires of Central and Eastern Europe had little or no 
consciousness of belonging to a nationality. He was the 
subject of a particular state, for example Russia; he 
spoke a particular language, for example Lithuanian, he 
was an adherent of one or another religion, and he 
regarded a certain province or village as home ... The 
technical requirement that the question on ethnicity be 
put in a simple form —- “What was your country of 
birth?” or something equivalent ... helped solidify new 
ethnic groups. Having learned that they belonged to a 
nation, some of the immigrants submerged their 
provincialisms into a broader patriotism, their local 
dialects into a language. 


Hence it is not paradoxical that. the first 
Lithuanian newspaper was published in the U.S.; 
that the Erse revival began in Boston; that the 
Czechoslovak nation was launched at a meeting 
in Pittsburgh. Identity, here, as in the case of the 
contemporary fabrication of Hispanic identity 
in the U.S., is literally a matter of being counted 
as identical. 

The controversies that surrounded the 1980 
census included 54 lawsuits filed by cities, 
States, private citizens and lobbying groups 
against the census bureau claiming that it in- 
adequately or improperly counted the population 


688 
} 

(Conk, in PN, pp. 155—156). So much was 
now at stake, including not only the re- 
apportionment of seats in Congress in the light 
of population movements, but also the use of 
population numbers in attempts by minorities 
to press their case for social justice. But if the 
census has become an arena of political struggle, 
this has a significance that goes beyond the 
bargaining of interest groups: it reveals the 
intrinsic dependence of the problematics of 
democratic politics upon technologies for num- 
bering of the population. 


AN ECONOMY OF NUMBERS 


Census numbers are not only politicized, 
they are also monetarized. In the U.S., complex 
allocative mechanisms have been built into 
legislation that tie grants of government funds 
to population statistics. Grant programmes 
from federal to state and local governments in 
the pre-Depression period already used numer- 
ical formulae in making their allocative deci- 
sions, based on such measures as population, 
area or road mileage. With the New Deal 
programmes of the 1930s, in which large sums 
of federal money were allocated to state and 
local agencies for social welfare programmes, 
new measures were introduced based on such 
numbers as per capita income, maternal mortality 
rates or population density. The census, that is 
to say, became enmeshed in national income 
redistribution. As Margo Conk points out “A 
new set of census apportionment mechanisms 
— this time designed to distribute economic 
power — was being born” (PN, p. 169). 

Margo Conk argues that Congress and the 
public had looked to the census in the early 
years of the Depression for a description as to 
what was happening and clues as to why. The 
census could not even provide a credible count 
of the unemployed. Hence the Roosevelt ad- 
ministration and the New Deal put the experts 
to work in upgrading the statistical system. 

“More people were employed in counting and in 
analysing numbers, more things were counted, 
more numbers were published. The bureau and 
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its statisticians dreamed of further advances in 
statisticalizing national reality. Amongst their 
products over the next decade were the 
Current Population Survey, monthly unemploy- 
ment statistics and the National Income and 
Product Accounts. 

The case of National Income Accounting is 
revealing, as Mark Perlman shows in his contri- 
bution to PN. Like the other examples that I 
have discussed, national income accounting 
demonstrates the relations between the forma- 
tion of political problematizations and the 
attempt to render them calculable through 
numerical technologies. Prior to the 1930s, 
attempts to estimate the distribution of American 
income and wealth were bound up with issues 
of social distribution, with which social classes 
bore the costs and reaped the benefits of the 
incidence of taxation, of seasonality in employ- 
ment, of the growth in manufacturing output. By 
the 1930s, Simon Kuznets was pointing out that 
the play of economic forces could be measured 
at a number of levels, production, distribution 
or consumption, the level of measurement 
being determined by the question to be asked. 
Kuznets was concerned about the social impor- 
tance of the distribution of family income, and 
the roles played by banking and by government 
in stimulating growth. He concluded that the 
best measures of welfare and growth were to be 
found at the level of income received by 
individuals “after it leaves the productive units 
proper. and before it has been diverted into the 
various channels of consumption” (Kuznets, 
1933, p. 205, quoted in Perlman, PN, p. 137). 

During the 1930s statisticians helped to 
shape a new problematization to which national 
income accounts would be the solution. The 
arguments put forward by those who advocated 
an increased governmental role in the prepara- 
tion of such accounts sought to enrol a variety 
of allies in support of accurate and adequately 
classified national income data. The administra- 
tion needed them in order to design appropriate 
welfare and economic recovery programmes. 
The Inland Revenue needed them for 
making projections of the effects of tax changes. 
Business needed them for market analysis. But 
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only the federal government had the resources 
to provide them in a form that was untainted by 
accusations of unreliability and bias. “Thus 
developed an identifiable new objective for 
national income accounting, namely an equit- 
able, efficient, reliable, and speedy numbers 
supply, essential to the experimental functions 
associated with economic reform through legis- 
lative action” (Perlman in PN, p. 139). A new 
plane of reality was to be composed in the 
process, a public habitat of numbers encompas- 
sing business activity, purchasing power, de- 
mand for employment, government action, 
social welfare and economic recovery, and 
within which businessmen, politicians, econo- 
mists and scholars could calculate their way to 
their objectives. 

One might regard this public habitat of 
numbers, in the 1930s and 1940s, as “Keynesian”. 
This was not in the sense that it was originated 
or inspired by Keynes, but in that Keynesian 
“macroeconomic” theory came to provide the 
intellectual medium within which measures of 
economic activity could be seen as vital relays 
between socio-economic problematizations — 
fears of economic stagnation and large scale 
unemployment — and political programmes — 
calculated attempts at economic management 
by government. Indeed, as Perlman points out, 
this “Keynesianism” was embedded in the way 
in which the whole national accounting system 
focused on measuring consumer purchasing 
powers as a key to economic recovery. 

Wartime was to provide a key test and a key 
triumph for these projects of “accounting for 
government”. Roosevelt demanded far more in 
the way of tanks and planes than his experts had 
deemed possible; Kuznets, who with Raymond 
Nathan was now at the War Production Board, 
took charge of military procurement, estimat- 
ing how and where the American economy 
could summon up the resources to meet the 
new targets. They used the national accounts 
system and accounts of capital formation in 
devising measures ranging from the transfer of 
$7 billion of resources from civilian capital 
formation to war-related purposes, to reduction 
of consumer demand by increased taxation. 


Their success in the case of military procure- 
ment appeared to demonstrate that a calculable 
relation could be established between the 
deployment of national resources and the 
achievement of national purposes. 

Equipped with the intellectual technology of 
Keynesian macroeconomic theory, with the 
techniques and inscriptions of national income 
accounting, with the regulatory powers con- 
jured up in the face of total war, accounting had 
demonstrated its capacity to calculate its way to 
national objectives. In the post-war American 
economy, the economists were confident that 
they could provide for growth in peace as in 
war, and many new measures of national and 
international economic activity were devised 
and tabulated. The measures for operationaliz- 
ing accounting technologies would certainly 
entail an increase in the scope of action of the 
public powers. But, to the extent that they 
operated by shaping the conditions under 
which free agents made their choices, this 
exercise of power for national purposes would 
not be totalitarian but democratic. And to the 
extent that they were guided by expertise, it 
would not be arbitrary but scientific. It appeared 
as though a democratic society could be 
governed in the national interest through 
accounting, expertise and calculation. National 
Income Accounting thus took its place within a 
range of other measures that sought to calibrate 
the welfare of the nation in order to improve it. 
The Great Society programmes of the 1960s 
prompted increasing use of census data for 
social programmes. “One man, one vote” 
entered the national political vocabulary, and it 
was argued that the bureau had a constitutional 
duty under the equal protection clause of the 
Fourteenth Amendment to count everyone. 
Counting was seen as a central plank of 
regulatory government. 

Ronald Reagan was elected to President as 
the 1980 census was being completed. His 
election appears to mark the start of a reversal 
in the rise and rise of political numbering. 
Funds for the Census Bureau were cut, the 
Office of Federal Statistical Policy and Standards 
was disbanded. The political problematics of 
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Reaganomics and neo-liberalism are, of course, 
marked by a profound suspicion of the capacity 
of governments to calculate and regulate in the 
national interest. But, at the same time, neo- 
liberalism relies upon and seeks to utilize the 
calculative capacities of individuals and firms, 
who, in calculating to serve their own best 
interests, will cumulatively serve all our best 
interests. The numerical saturation of public 
discourse in contemporary Britain and the U.S. 
reveals the new potential that such modes of 
government provide for a public habitat of 
numbers, and the new importance that is 
accorded to all those private agencies and 
consultants who claim that they can trans- 
form market conditions into numbers and 
to make private calculation effective. Under 
neo-liberalism, a new “privatized” relationship 
between numbers and politics is born. 


A PUBLIC DISCOURSE OF NUMBERS 


Of the essays in Alonso and Starr’s collection, 
Kenneth Prewitt gives the most considered 
account of the relation between public statis- 
tics and democratic politics. “Public statistics in 
the United States”, he argues, “are generated as 
a part of democratic politics” (PN, p. 262). For 
him this invites enquiry into the ways in which 
the “number system” of the United States 
“advances or retards democracy, informs or 
distorts civic discourse, helps or hinders politi- 
cal participation” (PN, p. 262). In particular, 
Prewitt argues that democracy entails practices 
that will call power holders to account, and he 
cites evidence that voters hold office holders to 
account less on the grounds of their own 
personal experience than on the basis of what 
they know about national economic perfor- 
mance. And, of course, what they know comes 
to them largely in terms of the “upward or 
downward movement of statistical indicators of 
those important issues for which government 
has assumed responsibility: unemployment, in- 
flation, balance of trade, interest rates, test 
scores, poverty levels, crime rates” (PN, 
p. 264). Prewitt’s argues that “A democratic 
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society is preserved when the public has 
reliable ways of knowing whether policies are 
having the announced or promised effect. Is 
inflation being brought under control? Is a war 
of attrition being won? Are defence expendi- 
tures buying national security? Numbers, a part 
of this publicly available political intelligence, 
consequently contribute to the accountability 
required of a democracy” (PN, p. 267). Num- 
bers that have integrity, numbers that are 
safeguarded against political or professional 
manipulation, are essential elements for in- 
formed civic discourse in advanced industrial 
societies. 

Few would disagree with Prewitt’s descrip- 
tion. But we need to locate this morality of 
numbers within its own politico-ethical matrix. 
As Paul Starr and Ross Corson argue, a tradition 
of American political thought going back to 
Madison and Jefferson has asserted that the 
success of democratic government is depen- 
dent upon an informed public, for “access to 
information is vital to the knowledge of one’s 
own interests and of the broader life of the 
community” (PN, p. 438). That is to say, 
democratic political rationalities that accord 
significance to rational and calculative self- 
steering of independent citizens in their per- 
sonal and business activities also must sustain a 
public environment of numbers within which 
those citizens may calculate. This is not only a 
matter of any individual’s own personal evalua- 
tion of this or that course of action. It is also a 
matter of the organization of economic life. As 
Prewitt points out, substantial amounts of 
money are committed in the market-place on 
the basis of the figures in national statistical 
series — hundreds of thousands of dollars 
change hands in the commodity markets as 
soon as data from the Crop Reporting Board of 
the Department of Agriculture are released. 

Whilst nineteenth-century arguments stressed 
the need for numbers as an aid for governmental 
legislation and actions action, contemporary 
economists, as Steven Kelman points out, 
argue for just such a public statistical habitat 
which will enable differentiated and private 
enterprises to calculate actions and decisions. 


GOVERNING BY NUMBERS 


It is in this context that we should locate 
the evidence that Starr and Corson provide in 
their account of the rise of the statistical 
services industry which concludes the Alonso 
and Starr collection. Whilst statistics might 
once have been a governmental activity, since 
the mid-twentieth century it has become a 
business. For “with the technological and 
economic changes of the 1970s [emerged] a 
substantial industry of private firms selling 
repackaged public data and privately collected 
statistics, statistical models, and analytical skills” 
(PN, p. 415) Statistics are now intimately 
connected to corporate strategy, through the 
new discourse which binds economic success 
and business expansion to market segmentation 
and targeted take-overs and marketing. Statis- 
tical information, linking public demographic 
information on socio-economic and geographical 
distribution to all manner of other computer- 
ized information, is vital in the programmes to 
sell different products, in different ways, to 
different customers. 

Neo-liberal rationalities of government may 
revive the old nineteenth-century liberal 
themes of freedom, the market and choice. 
However, they become possible bases for a 
technology of government only in the presence 
of a population of personal, social and economic 
actors who will reason and calculate their 
freedom. They require a numericized environ- 
ment in which these free, choosing actors may 
govern themselves by numbers. And they 
depend upon the elaboration of an expertise of 
number, embodied in all those professions 
(economists, accountants, statisticians, demo- 
graphers) and all those techniques (censuses, 
surveys, national income tabulations and form- 
ulae, accounting practices) which render exis- 
tence numerical and calculable. 


FIGURING OUT DEMOCRACY 


Today, the word democracy is uttered reve- 
rentially in more and more nations, by more 
and more diverse political forces, as if embrac- 
ing democracy were a matter of a philosophical 


or moral commitment, as if it were a charm that 
ensured liberty, fairness and justice. Perhaps it 
is. But democracy, as it has come to operate in 
the advanced liberal capitalist societies of the 
west, is more than a set of political ideals, and 
more than a set of mechanisms for delivering a 
representative executive and holding them 
periodically to account. As we are beginning to 
recognize, democracy, as a way of seeking to 
exercise and justify power, depends upon a 
complex set of technologies for linking up the 
exercise of government with the entities — 
civil society, independent power sources, private 
wills, and so forth — upon which it depends. 
And numbers have been, and remain, indispens- 
able to such technologies of demographic 
government. 

Democracy, if it be taken seriously as an art of 
government rather than as philosophy or rhetoric, 
depends upon the delicate composition of 
relations of number and numeracy enabling a 
calculated and calculating government to be 
exercised over the persons and events to be 
governed. Democracy in its modern, mass, 
liberal forms requires a pedagogy of numeracy 
to keep citizens numerate and calculating, 
requires experts to inculcate calculative tech- 
niques into politicians and entrepreneurs, re- 
quires a public habitat of numbers. Democratic 
mentalities of government prioritize and seek 
to produce a relationship between numerate 
citizens, mumericized civic discourse, and 
numerical evaluations of government. Demo- 
cracy can operate as a technology of govern- 
ment to the extent that such a network of 
numbers can be composed and stabilized. This 
is not a question of the intrinsic capacity of 
numbers —- we should not expect to find any 
essential unity to the relations of numbers and 
politics. Rather, it is a question of the “what” 
and “where” of the deployment of numbers, 
and the “how” of their alignment with other 
governmental technologies. These two books 
deserve to be read, whatever their conceptual 
limitations, for they help us to turn our eyes 
from the grand texts of philosophy to the 
mundane practices of pedagogy, of accounting, 
of information and polling, and to the mundane 
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wledges and grey sciences that support rationalities and the numerical tech- 
m. They enable us to begin to map out this nologies that promise to make them operable. 
tionship between democratic political - 
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TASK UNCERTAINTY AND ITS INTERACTION WITH BUDGETARY 
PARTICIPATION AND BUDGET EMPHASIS: SOME METHODOLOGICAL ISSUES 
AND -EMPIRICAL INVESTIGATION* 
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and 


ALAN S. DUNK: 
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Abstract 


This paper reports the results of a study which re-examines Brownell & Hirst Journal of Accounting 
Research, Autumn 1986). In that study, it was hypothesized that Brownell’s result Journal of Accounting 
Research, Spring 1982), showing that budget participation and budget emphasis in evaluation should be 
aligned, would hold only where task uncertainty was low. With managerial performance as the criterion, 
Brownell & Hirst were unable to find support for the hypothesis. This study incorporates variations in 
measurement and sampling and finds resuits which provide strong support for Brownell & Hirst’s hypothesis. 


In a recent paper, Brownell & Hirst (1986) 
attempted to bring some closure to the Hopwood 
(1972) and Otley (1978) conflict. Hopwood 
(1972) found that a high budget emphasis in 
the superior’s evaluative style was positively 
associated with subordinate job-related tension, 
and speculated that such tension would be 
dysfunctional for managerial performance. By 
contrast, Otley (1978) found that job-related 
tension was associated with neither a budget- 
based superior evaluation style nor managerial 
performance. In attempts to reconcile this 
conflict, Brownell (1982) argued and found 
that when budgetary participation is high (low), a 
high (low) budget emphasis is associated with 
enhanced managerial performance. Hirst (1983), 
in a further attempt to reconcile Hopwood’s and 
Otley’s results, suggested that when budget 
emphasis is high (low) and task uncertainty is 
low (high), job-related tension is minimized. 


Based on this developing stream of research, 
Brownell & Hirst (1986) attempted an integra- 
tion of their previous results, suggesting that: 
Brownell’s (1982) findings were specific to 
settings in which task uncertainty is low. That 
is, when task uncertainty is low, low (high) 
participation should be accompanied by low 
(high ) budget emphasis for effective managerial 
performance. By contrast, Brownell and Hirst 
did not expect Brownell’s (1982) results to 
hold when task uncertainty is high. They 
suggested ` that “participation may serve a 
critical purpose whether budget emphasis is 
matched with it or not. Specifically, participa- 
tion may provide the opportunity for managers 
to gain access to resources which can be used 
to buffer task performance from the unantici- 
pated effects of others, and to introduce new 
and better means to address tasks” (p. 242). 
Brownell and Hirst were able to find support for 
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the hypothesized three-way interaction of par- 
ticipation, budget emphasis and task uncertainty 
affecting job-related tension, but not managerial 
performance. They were also unable to confirm 
Brownell’s earlier results. They concluded that 
this lack of support for the performance 
hypothesis is perplexing. The same measures of 
all three relevant variables (performance, par- 
ticipation, and budget emphasis) were used in 
the same statistical model (p. 249). 

In this paper, two particular features of the 
Brownell & Hirst (1986) study, argued here to 
bear on its results, are systematically examined. 
It is proposed that their results are sensitive to 
the chosen measure of task uncertainty, and to 
the sampling procedures employed. Each is 
now addressed in turn. 


THE MEASUREMENT OF TASK UNCERTAINTY 


While Hirst (1983) measured task uncertainty 
with a modified version of Van de Ven & 
Delbecq’s (1974) instrument, Brownell & Hirst 
(1986) were persuaded by the arguments of 
Withey et al. (1983) that a new instrument, 
proposed by the latter, performed better than 
previous measures on tests of convergence and 
discrimination. Brownell and Hirst’s attempt to 
integrate their two previous attempts at recon- 
ciling Hopwood and Otley is therefore handi- 
capped by the fact that the chosen measure of 
task uncertainty differed in Brownell & Hirst 
(1986) from Hirst (1983). In attempting to 
extend any body of empirical research a 
difficult judgement is needed; in the interests 
of systematic replication does one hold all 
measurement choices constant, even in the face 
of possible questions regarding the reliability 
and validity of one or more of the measures? 
Brownell & Hirst (1986) answered in the 
negative, while this paper takes the alternative 
view. 

Perhaps more important than the choice of 
instrument to measure task uncertainty, is the 
unresolved matter of whether composite indi- 
cators of task uncertainty are powerful enough to 
test theories, compared with separate measures 
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of the subdimensions of task uncertainty. It is 
noteworthy that the underpinnings of virtually 
all conceptualizations of task uncertainty in the 
literature relate to the work of Perrow (1967, 
1970), who characterized task uncertainty in 
terms of two attributes of the process by which 
inputs are transformed into outputs. These are 
task analysability, referring to the extent to 
which work can be reduced to programmable, 
mechanical steps, and the number of excep- 
tions, referring to the frequency with which 
unexpected and novel events occur in the 
planning and production processes. 

While these two dimensions are quite faith- 
fully reproduced in the conceptualization of 
task uncertainty by other researchers in the 
literature, the empirical counterparts of the two 
dimensions tend to be collapsed, in hypothesis 
testing, into a single construct, allegedly captur- 
ing both dimensions (e.g. Van de Ven et al., 
1976; Gresov et al., 1989). This is often 
achieved via a simple summation or (empirically 
equivalent) averaging of the scores on the two 
dimensions to produce a composite score. Such 
a procedure would appear to have validity 
only if the two dimensions are assumed to 
load together, “factor-analytically”. The problem 
has been that conceptual expositions have 
emphasized that the two are, if not orthogonal, 
certainly not isomorphic. Empirical realizations 
of the constructs often confirm this, with quite 
low correlations being reported between the 
dimensions. A composite score defies un- 
ambiguous interpretation in such circumstances. 
In spite of this, neither Hirst (1983) nor 
Brownell & Hirst (1986) explored the separate 
theoretical roles of each dimension in their 
studies. We attempt this in the paper. 

Van de Ven & Delbecg (1974) operational- 
ized Perrow’s two dimensions, labelling them 
task difficulty (analysability for Perrow) and 
task variability (number of exceptions). They 
clearly indicated that the two are independent 
dimensions, each with differing theoretical 
consequences. In addition, Van de Ven and 
Delbecq conceptualized the two as operating at 
the work-unit level of analysis as opposed to the 
individual level. That is, any within-work-unit 


TASK UNCERTAINTY 


variance in ratings of the two dimensions is 
accounted for by error in measurement as 
opposed to real differences at the individual 
level. The two dimensions are assessed empiric- 
ally with the use of two seven-item scales. For 
task difficulty, the items are based on Perrow’s 
(1970) measure, while the index constructed 
to measure task variability is based largely on 
the work of Hall (1962) and Hage & Aiken 
(1967). The implications of each of the two 
dimensions of task uncertainty for the general- 
izability of Brownell’s (1982) results are now 
considered. 

Task difficulty has always been defined in 
terms of the ability to specify input/output 
relations. The easier and the more objective 
is this specification the lower is task diffi- 
culty. Brownell & Hirst (1986) proposed that 
Brownell’s (1982) results would not hold when 
task uncertainty is high because the difficulty 
in the specification of input/output relations 
would give rise to a role for increased levels of 
participation in setting budgets, whether or not 
the level of budget emphasis in performance 
evaluation was matched with it. Recall that 
Brownell’s (1982) argument, supported by his 
results, was that the levels of participation and 
budget emphasis should always be aligned. 
Viewing the role of budgets as a means of 
financially specifying input/output relations, 
task difficulty, as defined, would seem to have 
a direct bearing on the desirability of the 
information sharing which participation brings 
to the budget setting process. We therefore see 
the task difficulty dimension as an important 
determinant of the generalizability of Brownell’s 
(1982) results. Specifically, we expect Brownell’s 
result to be more clearly evident when task 
difficulty is low. When task difficulty is high, by 
contrast, we do not envisage a requirement that 
participation and budget emphasis be matched, 
as found by Brownell (1982). 

The situation with regard to task variability 
appears different. Consider a situation where 
task difficulty is low, but variability high. 
Although the array of specific tasks which lay 
ahead cannot be anticipated (high variability), 
each one, when it arises, is analysable in the 
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sense that specifying relevant inputs to achieve 
a desired output is straightforward (low dif- 
ficulty ). Flexible manufacturing systems empha- 
sizing CAD/CAM is a case in point that illustrates 
the independence of task variability and task 
difficulty. The virtue of these systems is that 
while each unit of product emerging from the 
manufacturing process could constitute a prod- 
uction lot size of one (that is, be unique), the 
customization process can be computerized. To 
enable the computerization of the customiza- 
tion process to take place, the steps required to 
manufacture the product must be clearly identi- 
fiable and programmable. In other words, while 
the input/output relations might well be unique 
from product to product, they are nevertheless 
clearly specifiable in each case. We conclude 
that high task variability is less likely than high 
task difficulty to give rise to a generalizable (to 
all levels of budget emphasis) role for participa- 
tion in the setting of budgets. We therefore see 
no reason why Brownell’s (1982) result should 
not hold across all levels of task variability. 
While we perform tests using a composite score 
for task uncertainty, as well as scores on each of 
the subdimensions, the expectation, based on 
the above discussion, is that task difficulty is the 
more potent construct influencing the general- 
izability of the results of Brownell (1982). 


SAMPLING 


It is not uncommon for empirical work in this 
area to focus on samples of respondents from 
single organizations. Indeed, Hopwood (1972), 
Otley (1978) and Brownell & Hirst (1986) all 
examined single organization samples. Otley 
suggested, as one explanation of the divergence 
of his results from Hopwood’s, that a systematic 
difference existed between the organizations 
studied by them. Likewise, Brownell & Hirst’s 
(1986) failure even to replicate Brownell 
(1982) could also be explained by systematic 
differences between the single firms studied in 
each case. 

While it may be quite straightforward to 
identify differences between the organizations 
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studied, it is much more difficult to link such 


difference(s) to the variation in results prod- 


uced by the two studies. The virtue of random 
sampling is that, in its purest form, it not only 
minimizes the possibility of testing/selection 
interactions which threaten the external validity 
ofa study, it achieves this without requiring the 
researcher to identify the nature of potential 
confounding variables. While random sampling 
in the pure sense is an impractical ideal, by 
sampling from a total of 46 organizations we 
believe that we have effectively addressed the 
threat described here. 

A further issue arising in connection with 
sampling is the matter of “level of analysis”. We 
refer here to the question of whether the 
dimensions of task uncertainty operate at the 
individual level or at some level of aggregation 
of individuals, such as the work group, or unit. 
While Hirst (1983) and Brownell & Hirst 
(1986) both treat task uncertainty as an 
individual-level variable, both Van de Ven & 
Delbecq (1974) and Withey et al. (1983) 
clearly specify the work-unit as the appropriate 
level of analysis. Van de Ven & Delbecq 
describe detailed procedures (p. 197) regard- 
ing the aggregation of the data obtained from 
multiple respondents from a given work-unit 
into a work-unit score. Apparently, the presump- 
tion is that work is homogeneous within, but 
not between, work-units. 

Research based on empirical study of single 
organizations therefore not only puts at risk the 
external validity of its results in the usual sense, 
it also presents the potential difficulty of failing 
to identify discrete work-units, the relevant 
level of analysis for assessments of task uncer- 
tainty and its subdimensions. As in the case of 
non-random sampling, we are unable to specu- 
late on the consequences of treating as inde- 
pendent the multiple measures of the task 
characteristics which would arise if more than 
one respondent from a given work-unit is 
included in the sample. Our approach, described 
below, is to use sampling procedures which 
avoid both potential problems. 
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METHOD 


Sampling procedures 

To address the issues of random sampling and 
work-unit level of analysis, we sought a sample 
that addressed both these key concerns. Manu- 
facturing organizations in the Sydney, Australia, 
metropolitan area employing more than 100 
people were randomly sampled from the reg- 
ister of firms published in Kompass Australia 
(1988). Companies with less than this number 
of employees were not expected to have 
discrete work-units to which managers would 
be appointed. The sample consisted of 61 firms, 
each of which was contacted by telephone, 
with a total of 118 managers being requested 
personally to take part in the study. Where 
more than one potential respondent was identi- 
fied in a given firm, we relied primarily on intra- 
firm functional differences, reported in Kompass, 
as evidence that the work-unit represented by 
these functions did not overlap. If a given 
function was sampled more than once in a firm, 
reliance was placed on the geographic dis- 
tribution of these functions, also reported in 
Kompass. For much of the sample, however, 
the assurance that work-units did not overlap 
was provided by the fact that separate firms 
were to supply each respondent. In other 
words, our sampling procedures were aimed to 
equate the individual and work-unit levels of 
analysis. 

A questionnaire with a covering letter, 
together with a reply-paid self-addressed envel- 
ope for its return, was mailed to each manager. 
The response rate to the mail-out was 79 
(67% ), representing a total of 46 companies. 
The distribution of responses was as follows: 25 
respondents were from separate firms, 17 
further firms provided two respondents each, 
three respondents came from one firm, in two 
instances four respondents came from the one 
organization, and in one other case nine 
responses were received from managers of one 
firm. The mean age of the respondents was 42 
years, they had held their positions for an 
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TABLE 1. Descriptive statistics for the variables in the study, n = 79 


Variable Mean S.D. 

Budgetary participation 31.2150 7.4910 
Task uncertainty 49.9600 9.2000 
Task difficulty 25.7340 5.8330 
Task variability 33.7220 6.9760 
Budget emphasis 11.7340 1.8450 
Managerial performance 5.6203 0.8367 


average of 4.5 years, their mean length of 
experience in the areas they managed was 13 
years, and the average number of employees in 
their areas of responsibility was 102. The 
functional areas sampled included production, 
marketing, research and development, engineer- 
ing and administration. 


Variable measurement 

Budgetary participation. The Milani (1975) 
six-item Likert-scaled instrument was employed 
to assess budgetary participation. Based on the 
Cronbach alpha (Cronbach, 1951) of 0.88 for 
the measure obtained in this study, its internal 
reliability is high. Similar reliability coefficients 
for the scale are reported in the literature. For 
example, Brownell (1983) derived a coefficient 
of 0.86. Evidence of the convergent validity of 
the instrument can be based on the significant, 
positive correlation which Brownell & McInnes 
(1986) found between it and the Hofstede 
(1968) single choice measure (0.75, p < 0.01). 
Table 1 presents descriptive statistics for the 
measure. 

Task uncertainty. Task uncertainty was 
assessed using the 14-item composite measure 
developed and used by Van de Ven and Delbecq 
(1974). The instrument comprises the two sub- 
scales of “task difficulty” and “task variability” 
which have been employed additively in the 
assessment of task uncertainty (eg. Hirst, 
1983). However, the extent to which the two 
subscales can be employed additively to assess 
task uncertainty is suspect, since in this study 
they correlate only at 0.25 which, while 
significant (p = 0.03), hardly constitutes per- 
suasive evidence that the two parts of the 
measure tap a single construct. Descriptive 


Theoretical range Actual range 
Min Max Min Max 
6 42 6 42 
14 98 24 78 
7 49 14 44 
7 49 10 48 
2 14 6 14 
1 7 3 7 


Statistics for the composite measure are pre- 
sented in Table 1. 

Task difficulty. The seven-item task difficulty 
measure developed by Van de Ven & Delbecq 
(1974) was used in a seven-point, fully anchored 
Likert-scaled form. The Cronbach alpha 
(Cronbach, 1951) was calculated at 0.57 which 
is of a moderate level. A similar reliability 
coefficient for the instrument was calculated by 
Withey et al. (1983). From the viewpoint of the 
scale’s validity, they reported that there was 
substantial agreement between scale scores and 
the ratings of external judges on work-unit task 
difficulty. Table 1 contains descriptive statistics 
for the instrument. 

Task variability. The Van de Ven & Delbecq 
(1974) seven-item task variability measure was 
employed in a seven-point Likert-scaled form. 
The Cronbach alpha (Cronbach, 1951) was 
calculated as 0.76. Support for the instrument’s 
validity is provided on two grounds by Withey 
et al. (1983). Firstly, they reported that it 
correlated highly with the Sims et al. (1976) 
Job Characteristics Inventory, which they argued 
was a validated measure of task variability. 
Secondly, they found that there was substantial 
agreement between the ratings external raters 
gave for task variability in work-units, and scale 
scores. Given these psychometric properties of 
the measure, Withey et al. (1983) recom- 
mended its employment in future research. 
Descriptive statistics for the measure are pre- 
sented in Table 1. 

Budget emphasis. Budget emphasis was evalu- 
ated using the Hopwood (1972) eight-item 
superior evaluation style measure. Evaluation 
style was determined by Hopwood on the basis 
of respondents’ rankings of the importance of . 
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the criteria “meeting the budget” and “concern 
with costs” in their superiors’ style of evalua- 
tion. If these two criteria ranked in the first 
three of the set of eight criteria, Hopwood 
classified the evaluative style as accounting 
based. However, if neither of the two criteria 
were ranked in the top three, the evaluative 
style was classified as non-accounting. A fully 
anchored seven-point Likert scale was used in 
this study for each of the eight criteria, and the 
overall score for the measure was based on the 
two criteria of meeting the budget and con- 
cern with costs. This approach overcame the 
problems Brownell (1982) noted in having 
respondents complete the rank ordering prop- 
erly. The use of a Likert scale was not expected 
to have any effect on the results since Hopwood 
(1972) reported that there was evidence of 
consistency in his results when using the 
instrument in its ranking and rating forms. 
Descriptive statistics for the measure are pre- 
sented in Tabie 1. 

Managerial performance. The Mahoney et 
al. (1963, 1965) self-rating measure was em- 
ployed to assess managerial performance. The 
instrument comprises eight dimensions of per- 
formance and one overall effectiveness dimen- 
sion. From development work undertaken on 
the measure, Mahoney et al. (1965) concluded 
that about 55% of the variance in the overall 
rating was explained by the eight dimensions, 
while. the remaining 45% was attributable to 
functional characteristics. It was found in this 
study that on regressing the overall effective- 
ness dimension on the eight performance 
dimensions, 61% of the variance in the overall 
effectiveness dimension was explained. This 
finding is consistent with Mahoney et als’ 
results, and suggests that the overall rating 
significantly reflects the variation in performance 
on each of the eight dimensions. Consequently, 
the overall assessment of performance was used 
as the dependent variable in data analysis. Table 
1 presents descriptive statistics for the measure. 

Concern has been expressed in the literature 
regarding the use of self-report measures of per- 
formance, as compared to so-called “objective” 
measures such as those obtained from formal 
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corporate records. The sense in which such 
ratings of performance are more “objective” 
than self-ratings has never been made clear. 
Nor has the nature of any bias in self-ratings 
been carefully described or shown to threaten 
conclusions which are based on their use. 
Venkatraman & Ramanujam (1987) concluded 
that neither type of measure is intrinsically 
superior to the other “in terms of consistently 
providing valid and reliable” measures of per- 
formance (p. 110). Their research gave modest 
support to the proposition that managers’ self- 
ratings of performance tend to be less biased 
“than researchers have tended to give them 
credit for” (p. 117). 


RESULTS 


In this section we report separately the 
results obtained with the use of the overall, 
composite measure of task uncertainty, the task 
difficulty and the task variability dimensions. In 
each case we fit regressions of the following 
form: 


Y = bo + bıXı + b2X2 + bX; + b4X:X2 + 
BX Xz + b6X2X3 + bX 1ıX2X3 + e, (1) 


where Y = managerial performance; X, = 
budgetary participation; X2 = budget emphasis 
in evaluation; X, = task uncertainty, task 
difficulty, or task variability. 

Evidence that Brownell’s (1982) result does 
not generalize to all levels of task uncertainty 
would take the form of a significant coefficient 
b- in equation (1). To see this, consider the 
form of the equation used by Brownell (1982) 
(notation as above): 


Y = co + CX; + C2X2 + 63X1X2 + €. (2) 


Brownell hypothesized that budget participa- 
tion would interact with budget emphasis and 
this is tested by examining the coefficient Cs, 
which he found to be significant. In other words, 
he found that the effect of budget emphasis on 
performance is significantly influenced by .parti- 
cipation. Mathematically, this is equivalent to 
showing that, in the partial relation 
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TABLE 2. Results of regressing managerial performance on budget participation, budget emphasis, task uncertainty 
(composite measure) and all interactions 








Variable Coefficient Estimate Std error £ p 

Constant bo 6.2175 0.5426 11.46 0.000 
Participation (P) b, 0.0649 0.0591 —1.10 0.276 
Budget emphasis (B) bz 0.2526 0.3052 0.83 0.411 
Task uncertainty (T) bz —0.0124 0.0106 —1.17 0.247 
PXB bs 0.0961 0.0336 2.86 0.006 
PXT bs 0.0017 0.0012 1.48 0.144 
BXT bs —0.0032 0.0059 —0.55 0.587 
PXBXT b- —0.0016 0.0007 —2.42 0.018 


R? = 0.276; Fz = 3.86; p = 0.001 


TABLE 3. Results of regressing managerial performance on budget participation, budget emphasis, task difficulty and all 
interactions 





Variable Coefficient Estimate Std error t p 
Constant bo 6.3336 0.4836 13.10 0.000 
Participation (P) l b, —(0.0450 0.0503 —0.90 0.374 
Budget emphasis (B) bz ~ 0.0244 0.2325 —0.10 0.917 
Task difficulty (D) ba -0.0145 0.0095 —1.52 0.133 
PXB bs 0.1146 0.0283 4.05 0.000 
PXD bs 0.0023 _ 0.0019 1.21 0.230 
BXD bg 0.0040 0.0087 0.45 0.651 
PXBXD b- ~~0.0040 0.0011 —3.61 0.001 
R? = 0.338; F371 = 5.17; p = 0.001 

OY/OX2 = c2 + C3X1, (3) significance of b,, ‘the results presented 


the coefficient cz is significant. This would 
permit the conclusion that variations in X, 
significantly influence the partial relation OY/ 
9X2. In statistical terms, a significant coefficient 
cz indicates a two-way interaction between xX, 
and X>. In the present case, the coefficient b- in 
equation (1) captures the three-way interaction 
between X1, X2, and X3 and, if significant, 
indicates that cz is not constant across all levels 
of X3. In other words, a significant coefficient b- 
would allow the conclusion that the results of 
Brownell (1982) do not generalize to all levels 
of task uncertainty. 

Three separate sets of results are reported 
from the fitting of equation (1). Table 2 shows 
the results using the composite measure of task 
uncertainty as the X, variable, Table 3 gives 
results representing X3 by the task difficulty 
dimension, and Table 4 shows the task vari- 
ability dimension. While the results shown in 
Table 2 confirm expectations in terms of the 


in Tables 3 and 4 show clear evidence that it is 
task difficulty which is principally responsible 
for the result. This also confirms expectations. 
To add some intuition to the results, and to 
further explore the effects of task difficulty, 
we fitted the data to the reduced equation 
presented at equation (2), the exact functional 
form used by Brownell (1982). To do this, we 
dichotomized task difficulty at its median and 
fitted two regressions of the form of equation 
(2); one for low task difficulty and one for high, 
expecting a significant positive coefficient for 
the interaction only in the former case. The 
results are shown in Tables 5 and 6. We 
expected the significant, positive coefficient 
shown in Table 5. The lower panel of Table 5 
reports mean scores for performance (the 
dependent variable) over low and high (dichoto- 
mized at the median) levels of budget participa- 
tion and budget emphasis. Notice that the 
highest average performance scores are in the 
“highb/high” and “low/low” (participation/ 
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TABLE 4. Results of regressing managerial performance on budget participation, budget emphasis, task variability and all 
interactions 


Variable Coefficient Estimate Std error t P 

Constant bo 6.2624 0.5412 11.57 0.000 
Participation (P) b, —0.0766 0.0594. —1,29 0.202 
Budget emphasis (B) bz 0.2438 0.2702 0.90 0.370 
Task variability (V) bs —0.0140 0.0105 —1.33 0.189 
PXB ba 0.0674 0.0325 2.07 0.042 
PXV bs 0.0032 0.0017 1.83 0.072 
BXV bg —0.0046 0.0076 —0.60 0.550 
PXBXV by —9.0015 0.0009 ~1.61 0.112 


R? = 0,244; F771 = 3.28; p = 0.004 


TABLE 5. Results of regression of managerial performance on budget participation, budget emphasis and their interaction 
~~ low task difficulty subsample 


Variable Coefficient Estimate Std error t p 

Constant bo 13.8390 3.0410 4.55 0.000 
Participation (P) bı —0.3095 0.1009 —3.07 0.004 
Budget emphasis (B) bz —0.7537 0.2534 —2.97 0.005 
PXB bs 0.0278 0.0083 3.35 0.002 


R? = 0.276; F340 = 5.09; p = 0.004 


Cell frequencies, mean and standard deviation for managerial performance across 
high and low budget participation and budget emphasis 


Budget emphasis 


Participation Low High 
Low n = 15 n = 7 
y = 5.5333 y = 5.0000 
o = 0.8338 o = 0.5774 
High n = 12 n = 10 
y = 5.3333 y = 6.4000 
6, = 0.8876 o = 0.5164 


budget emphasis) cells. This is wholly con- 
sistent with the result of Brownell (1982). 

By contrast, an inspection of Table 6, show- 
ing the results for the high task difficulty 
subsample, reveals an interaction between 
participation and budget emphasis which, while 
approaching significance, does not remotely 
resemble the pattern of results shown in Table 
5. The results shown in the lower panel of Table 
6 confirm this. These results, considered in 
conjunction with those reported in Table 3, 
support the conclusion that Brownell’s (1982) 
result generalizes only to situations of low task 
difficulty. 

Finally, we tested empirically our hypothe- 
sized explanation for the non-generalizability of 


Brownell’s (1982) results to high task difficulty 
situations. Recall that our argument, as well as 
Brownell & Hirst’s (1986), was that, where task 
difficulty is high, participation would serve a 
critical purpose, regardless of whether or not it 
is matched with budget emphasis. 

An inspection of the b, coefficients in Tables 
5 and 6 tempts the conclusion that participa- 
tion has a significant but opposite effect on 
performance at each level of task difficulty. 
However, following Southwood (1978), the 
lower-order coefficient estimates generated 
by these regressions are not interpretable. 
Therefore, the regressions reported in Tables 
5 and 6 were refitted without the inter- 
action term and the results are presented in 
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TABLE 6. Results of regression of managerial performance on budget participation, budget emphasis and their interaction 


—— high task difficulty subsample 
Variable Coefficient Estimate Std error t p 
Constant bo -5,0330 4.3600 —1.15 0.257 
Participation (P) b: 0.3118 0.1346 2.32 0.027 
Budget emphasis (B) bz 0.8338 0.3833 2.18 0.037 
PXB b3 -0.0240 0.0118 —2.03 0.051 


R? = 0.265; F331 = 3.72; p = 0.022 


Cell frequencies mean and standard deviation for managerial performance across 
high and low budget participation and budget emphasis 


Budget emphasis 


Participation Low High 
Low n = 8 n = 10 
y = 5.3750 y = 5.8000 
Gy = 1.3025 Oy = 0.6325 
High n = 11 n = 6 
y = 5.6364 y = 5.8333 
Oy = 0.5045 Gy = 0.7528 


TABLE 7. Results of regression of managerial performance on budget participation and budget emphasis — low task 


diffculty subsampie 
Variable Coefficient Estimate Std error t p 
Constant bo 4.0758 0.9616 4.24 0.000 
Participation (P) b; 0.0242 0.0171 1.41 0.165 
Budget emphasis (B) ba 0.0636 0.0759 0.84 0.406 


R? = 0.073; F241 = 1.63; p = 0.209 


TABLE 8. Results of regression of managerial performance on budget participation and budget emphasis — high task 


difficulty subsample 
Variable Coefficient Estimate Std error t p 
Constant bo 3.6274 0.9317 3.89 0.000 
Participation (P) b, 0.0409 0.0181 2.26 0.031 
Budget emphasis (B) bz 0.0665 0.0656 1.01 0.318 


KR? = 0.167; F232 = 3.21; p = 0.054 


Tables 7 (low task difficulty) and 8 (high task 
difficulty). 

The results confirm our expectations. Where 
task difficulty is low (Table 7), participation’s 
effect, while apparently positive, does not 
approach significance at any reasonable level. 
By contrast, where task difficulty is high (Table 
8), the coefficient for participation is positive 
and significant. 


DISCUSSION, LIMITATIONS AND 
CONCLUSIONS 


The results of this study support the expecta- 
tion that Brownell’s (1982) finding (that the 
level of budget participation should be matched 
with the level of budget emphasis in evalua- 
tion) holds only under conditions of low task 
uncertainty. Separate analyses involving each of 
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the subdimensions, task difficulty and task 
variability, revealed that the former is princi- 
pally responsible for the result. That is, where 
task difficulty is low, Brownell’s (1982) result 
holds. By contrast, where task difficulty is high, 
budget participation serves an important in- 
formation exchange role even if not matched 
with budget emphasis. The results also support 
the contention that when task difficulty is high, 
participation serves a positive role across all 
levels of budget emphasis. It is this positive role 
which is responsible for Brownell’s (1982) 
results not generalizing to high task difficulty 
situations. 

Brownell & Hirst (1986) were unable to 
produce these results. It is suggested that two 
factors, systematically varied in the present 
study, account for this. Firstly, the measure- 
ment of task uncertainty, and its subdimensions, 
was based here on Van de Ven & Delbecq’s 
(1974) measure, as used by Hirst (1983). The 
results are found to be sensitive to the chosen 
measure of task uncertainty and also to the 
separate roles played by task difficulty and task 
variability. 

Secondly, by sampling largely at an organi- 
zational level, this study is more consistent with 
prior work which maintains theoretically that 
task uncertainty operates at the work-unit level 
rather than the individual level. Van de Ven & 
Delbecq (1974) are quite specific about this 
issue yet almost all of the prior work which 
constitutes the motivation for the present study 
treats task uncertainty as an individual-level 
construct. 

Whether it is the measurement of task 
uncertainty or the sampling procedures, or 
both in combination, that is the critical method- 
ological issue, cannot be judged. The decision 
to systematically vary both these aspects of 
method in the present study might be criticized 
on the grounds that it is, as a result, not possible 
to ascertain which is the more important. 

The implications of the results of the study 
are particularly pertinent in contemporary 
manufacturing settings where changes in tech- 
nology are taking place. The advent of flexible 
mayufacturing settings, CAD/CAM, and robotics 
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all place stresses on traditional management 
controls which appear to have been developed 
in the context of technologies enabling long 
production runs of homogeneous products. 
The evidence is beginning to suggest that 
budget participation, traditionally viewed as 
offering advantages in a behavioural or motiva- 
tional sense, now serves a key information 
sharing role as organizations confront changes 
in manufacturing technologies. In the present 
study, this role is seen to transcend in impor- 
tance the behavioural grounds suggested by 
Brownell (1982) for matching it with the level 


- of emphasis placed on budgets in performance 


evaluation. 

We have stopped short of any clear statement 
of advocacy for one or another measure of task 
uncertainty. It is becoming clear that the 
validity of any given measure is context-specific 
in ways which remain to be resolved. More 
work is needed on this issue, particularly given 
the completely new conceptual characteriza- 
tions of tasks required in the context of modern 
manufacturing technology. As a result, work, 
such as ours, based on the existing array of 
measures of task uncertainty should acknow- 
ledge the potential limitations of these. 

In addition, the measurement of budget 
emphasis in performance evaluation is far from 
settled. That researchers have achieved as 
much as they have towards reconciling the 
Hopwood (1972) and Otley (1978) results is 
quite remarkable when one considers the 
variations of measurement of budget emphasis. 
In this regard, it should be noted that while 
Hopwood and Otley each studied variants of 
accounting-based styles of evaluation, much 
subsequent work (including the present study) 
has operationalized budget emphasis along a 
continuum from “accounting to non-accounting” 
styles of evaluation. Research is underway 
examining the variety of operational measures 
of evaluative style in the literature (Otley, 
1990, personal communication). 

Notwithstanding its potential limitations, the 
results of this study, by extending Brownell & 
Hirst’s (1986) finding to managerial performance, 
further contribute to a reconciliation of the 
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Hopwood/Otley conflict. The continuing stream 
of research devoted to this issue constitutes, in 
our view, the only organized critical mass of 
empirical work in management accounting at pre- 
sent. As alluded to earlier, the advent of sophisti- 


cated manufacturing techniques is likely to exert 
considerable influence on the appropriate mix 
of accounting and non-accounting controls. We 
believe that this aspect of task technology is an 
early priority for research attention. 
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ACCOUNTING AND ORGANIZATIONAL CULTURES: A FIELD STUDY OF THE 
EMERGENCE OF A NEW ORGANIZATIONAL REALITY* 


JEREMY F. DENT 
London School of Economics and Political Science 


Abstract 


Organizations have long been known to have cultural properties. A more recent innovation is the study of 
organizations as cultures: systems of knowledge, beliefs and values in which action and artifact are vested 
with expressive qualities. We know little about the way in which accounting is implicated in organizations’ 
cultures. This paper reports a longitudinal field study of organizational change, tracing out the way in which 
new accounting practices were implicated in an emergent reconstruction of the organization’s culture. 


The train arrived at Capital City Terminus at 
12.10. It was on time despite a delay on the 
line. Walking up the platform, I saw the train 
driver leaning out of bis cab. He must bave 
driven the train fast to recover the time: the 
windscreens were spattered with dead insects. 
He exchanged some words with men dressed in 
smart overalls. Muttering a few words into 
“walkie-talkies”, they jumped down onto the 
track to check the engine. Men driving small 
electric trucks towing streams of trailers with 
logos on the side collected parcels and mail 
bags from the guard’s van. Others set about 
replenishing water and food supplies in the 
train, At the barrier, a man wearing a smile 
and a dark uniform with red piping on the 
seams checked my ticket. 


Moving on, the concourse was bright and 
airy, concealed lighting illuminating the white 
tiled floor. People were milling about. Soft 
music was playing on the tannoy. Large 
electronic screens indicated arrival and depar- 
ture times. There were colourful boutiques 


displaying ties, handkerchiefs, socks and bags, 
and cafés where people were drinking coffee 
and eating croissants. What a change, I 
thought, from just a short time ago, when the 
station was dark and grimy, and a grumpy 
employee bad greeted my question about 
departure times with a crude response. 

At the new executive offices across the street 
I tangled with the revolving glass and stainless 
steel door. In the foyer, a manicured receptionist 
called upstairs to say I'd arrived. The security 
guard, at least I presumed he was a security 
guard (his appearance was quite like a ticket 
inspector, but bis commanding presence was 
more like a policeman), showed me to the lift. 
He deftly pressed the fourth floor button, 
removing himself before the doors closed. After 
a few moments the lift doors opened onto 
what appeared to be open-plan office space, 
but in fact comprised zones of compart- 
mentalized activity separated by cleverly 
positioned shoulder-height cabinets and screens. 
A person came up to me: “Mr Charles will be 
herein a minute”, he said: “he’s at a retirement 
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do”. The man looked busy; bis tie was loose, 
the top button of bis shirt was undone, be 
must have left bis jacket on his chair. He was 
courteous: “his secretary just popped out for a 
few minutes, but she told me to expect you. 
Why don’t you wait in bis office?” Walking 
through the office space, I could see over the 
cabinets. The arrangements were utilitarian. 
Some people were stabbing at computer key- 
boards, others were studying documents, 
others were writing or working out sums on 
calculators. There were piles of print-out 
everywhere. 

We entered Mr Charles’ office through bis 
secretary's room. From the large windows 
there was a fine view into, and over, the 
station. I could see trains arriving and leav- 
ing. I followed one right into the bills across 
the city. The office was softly furnished. At one 
end, there was a large desk, at the other a 


couple of sofas; opposite the windows there’ 


were bookshelves and a cabinet. The lighting 
was bright but unobtrusive. There wasn't a 
computer in sight. My guide and I made small 
talk —- incidental conversation about the 
comforts of the new building and the air 
conditioning. Conscious that bis work was 
pressing and not wishing to detain bim, I told 
him not to worry about me. Eventually he 
made to leave. “Ab! Mr General Manager”, I 
heard him say before be had even left the 
secretary's office. “Your visitor has arrived”. 
“Thanks Jobn”, came the reply. Mr Charles, the 
General Manager, entered the room. “Good to 


see you again, Mr Charles”, I said to him as we 


exchanged greetings. 

Settling down in one of the sofas he said to 
me “I am glad you could come. I think you 
will find this afternoon’s meeting interesting. 
Were deeply embroiled in cost allocations. 
Intercity are holding Freight to ransom”. After 
my query, be continued: “At night, we push 
freight up the main line routes. Intercity don’t 
use them at night. You don’t want the speed 
then; after all you can’t expect passengers to 
get off the train at 2 or 3 in the morning. 
Sleeper trains make their separate way on 
roundabout routes. Intercity say the wear and 
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tear caused by freight trains, and they are 
very heavy, means they need to increase the 
engineering specification of the track. As its 
an Intercity track, they pick up the cost; and 
they want Freight to pay. They're bolding them 
to ransom. Freight bave responded by running 
their trains slower. This reduces the damage to 
the track. They don’t go very fast anyway, sol 
mean SLOW. Now Intercity say they can’t get 
back on the track when they want it in the 
morning. They have threatened not to let 
Freight use the track unless they pay. Its going 
to be an interesting meeting. Would you like a 
drink before we have lunch?” 

Going to the cabinet, be poured two glasses 
of mineral water... 


* * * * 


Organizations have long been known to have 
distinct cultural properties (cf. Weber, 1947; 
Parsons, 1951). They create and sustain parti- 
cular work customs. They establish norms for 
proper and improper behaviour and per- 
formance. They propagate stories and myths, 
and are replete with rituals (Van Maanen & 
Barley, 1984; Martin et al., 1983). Communities 
in organizations have particular codes of com- 
munication: behaviour, language, dress, presen- 
tation, design, architecture, ceremony ... The 
operation of work technologies in organizations 
is not a purely technical-rational affair. Rather, it 
is embedded in a cultural system of ideas 
(beliefs, knowledges) and sentiments (values), 
in which actions and artifacts are vested with 
symbolic qualities of meaning. The appreciation 
of organizational dynamics requires a sensitivity 
to local frames of significance and interpretation. 

Accounting practices are a common feature 
of most work organizations. Planning and 
budgeting activities, systems of hierarchical 
accountability, performance appraisal pro- 
cedures, budgetary controls and remuneration 
arrangements, all rely to a greater or lesser 
extent on accounting practices. Inevitably, 
therefore, accounting is likely to be implicated 
in organizations’ cultural systems. But how, and 
in what way? Drawing on the insights of Meyer 
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& Rowan (1977), Pfeffer & Salancik (1978), 
DiMaggio & Powell (1983), Scott (1987), 
Zucker (1988) and others, one theme in the 
literature appeals to accounting’s potential 
Significance in the context of wider societal 
values and beliefs. Put crudely, organizations 
depend on a flow of resources for survival; 
society has beliefs in the efficacy of “rational” 
management practices; organizations which 
adopt such practices are more likely to be 
rewarded. Thus, recent empirically grounded 
studies (Berry et al., 1985; Ansari & Euske, 
1987; Covaleski & Dirsmith, 1988) have cast 
accounting as a culturally expressive symbol 
of rationality, particularly oriented towards 
powerful external constituencies, moderating 
environmental control. In this view, following 
especially Meyer & Rowan’s (1977) discussion, 
accounting is often seen to be neutral in its 
effects within the organization. It is kept at 
arm’s length, symbolically construed as neces- 
sary but irrelevant, and, as it were, not taken 
seriously. It is purposefully uncoupled from 
organizations’ core technological activities. 

All knowledges and practices can be reflexive, 
however. Accounting can reflect back on those 
institutions which adopt it. Hopwood (1987), 
Hines (1988), Miller & O’Leary (1987) and 
others have argued for its constitutive role in 
the construction of organizational life. Finely 
crafted notions of costliness, efficiency, profit- 
ability, earnings-per-share and so forth, actively 
construct particular definitions of reality which 
privilege the financial and economic sphere. 
Rather than being kept at arm’s length, un- 
coupled from organizations’ core technological 
activities, these can permeate into organiza- 
tional settings, leading to the creation of 
particular agendas (in the sense of objectives 
and priorities and the means for their achieve- 
ment), stylized definitions of success and failure, 
the characterization of heroic performance and 
the mobilization of particular dynamics of 
change. This suggests the possibility of a more 
intimate involvement of accounting in organ- 
izational cultures. 

In fact, evidence in the field suggests that 
accounting practices are not uniformly impli- 
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cated in organizational activities (Goold & 
Campbell, 1987; Miles & Snow, 1978). In some 
organizations, accounting is centrally involved 
in work rituals: financial achievement is cele- 
brated; budgets are massaged, pored over, and 
matter. In others, accounting is incidental, 
perhaps existing as a practice, but with no 
particular significance. Similarly, entrepreneurial 
risk taking is sometimes valued for its own sake. 
Dynamic, decisive, action-oriented men and 
women who innovate are heroes, almost irre- 
spective of the financial consequences. In other 
organizations, risk taking is valued only if 
successful in financial terms. Arguably, the 
multi-faceted interplay of accounting with 
organizations’ cultural and technical systems is 
under-researched. More empirically grounded 
research is needed to ascertain the way in 
which accounting is drawn upon by actors 
within organizations in the creation and main- 
tenance of cultures. 

Responding, with others, to appeals for field 
studies (e.g. Bruns & Kaplan, 1987) and for the 
study of accounting in its organizational and 
social context (e.g. Hopwood, 1978, 1983; Dent, 
1986), this paper reports a longitudinal study 
undertaken in one organization to research this 
issue. The organization is a railway company. The 
study focuses on its senior management élite: a 
group of approximately 120 people including 
head office executives, senior line management 
and people in senior staff positions (i.e. finance 
and engineering). Prior to the study, the dominant 
culture within this management group was well 
established, and centred on engineering and 
production concerns. Accounting was incidental 
in this culture: it was necessary in the technical- 
rational sense of ensuring that revenues were 
accounted for and suppliers were paid, but it 
was not incorporated into the culture among 
the senior management élite in any significant 
way. Rituals, symbols and language celebrated 
the primacy of the engineering and production 
orientation. During the course of the study, a 
new culture emerged. The previously dominant 
orientation was displaced by a new preoccupa- 
tion with economic and accounting concerns. 
New accounts were crafted. Gradually, through 
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action and interaction, they were coupled to 
organizational activities to reconstitute inter- 
pretations of organizational endeavour. Account- 
ing actively shaped the dominant meanings 
given to organizational life, ultimately obtaining 
a remarkable significance in the senior manage- 
ment culture. A new set of symbols, rituals and 
language emerged to celebrate an economic 
rationale for organized activity. This paper 
carefully traces the events and interactions 
through which accounting was endowed with 
significance. 

The paper is written from a cultural perspec- 
tive, but in a very real sense the study is also 
concerned with power and influence in the 
organization. A new culture can be a major 
source of power, particularly if it gains ascen- 
dancy to become dominant, for it effectively 
alters the legitimacy of accepted criteria for 
action. 

The next section of the paper outlines the 
cultural approach adopted in the subsequent 
analysis. The following section explains the 
method employed in the study. Two sections 
then document the study itself. Thereafter, 
some implications for accounting and culture 
are drawn out. Finally, there is a concluding 
comment. 


CULTURE 


In recent years, a prolific literature has 
emerged to offer a wide array of perceptual, 
symbolic and processual characterizations of 
organization (e.g. Hedberg et al., 1976; Jonsson 
& Lundin, 1977; Hedberg & Jonsson, 1978; 
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Pondy, 1978; Weick, 1979; Ranson et al., 1980; 
Argyris & Schon, 1981; Pfeffer, 1981; Starbuck, 
1982; Pondy et al, 1983; Brunsson, 1985; 
Greenwood & Hinings, 1988). As a result, we 
are now used to conceptualizing organizations 
as bodies of thought, variously described as 
myths, causal schema, theories-of-action, inter- 
pretive schemes, ideologies, paradigms and so 
forth. The concept of culture, drawn from 
anthropology and ethnography, has entered the 
organizational literature as a framework for 
extending this ideational understanding of 
organizations? (Pettigrew, 1979; Smircich, 
1983a; Allaire & Firsirotu, 1984; Van Maanen & 
Barley, 1984; Meek, 1988). 

Culture is an elusive concept.” Here, drawing 
on Geertz’ (1973, 1983) interpretive anthro- 
pology, it is defined to be the broad constella- 
tion of interpretive structures through which 
action and events are rendered meaningful in a 
community. Balinese cockfights, a sheep raid in 
Morocco, funeral rites in Java — or nearer 
home, the graduation ceremony, the distinguished 
lecture series, the publication of papers in 
prestigious journals — all have singular mean- 
ings in their respective communities (as does 
all social action). Culture is the “ordered 
clusters of significance” (Geertz, 1973, p. 363), 
the shared “webs of significance” (p. 5) through 
which people appreciate the meaningfulness of 
their experience, and are guided to action. 
Culture, as an ideational system, is produced 
and reproduced through action and interaction. 
But it is not just lodged in people’s minds. 
Culture is public, the product of minds, be- 
tween minds. Culturally significant events give 
public expression to the ideational system. 


! Cultural ideas are not new to organizational research. They surface in many classic descriptive studies of organizational 
behaviour (e.g. Roethlisberger & Dickson, 1939; Whyte, 1948, [1943] 1955; Selznick, 1949; Gouldner, 1954; Blau, 1955; 
Roy, 1954, 1960; Goffman, 1959; Hughes, 1958; Dalton, 1959; Buroway, 1979). Only in the late 1970s, however, did 


organizational culture emerge as an explicit theme. 


2%In cultural anthropology, culture is used in different ways. The broad idea of culture as a “total way of life” of a 
community, developed by classical anthropologists (e.g. Radcliffe-Brown, 1952; Malinowski, 1922; Evans Pritchard, 1937, 
1940), is continued by Harris (1979), among others. More commonly, culture is used to denote a system of ideas, a 
position associated in different ways with Goodenough (1971), Levi Strauss (1963, [1962] 1966) and Geertz (1973, 1983). 
Allaire & Firsirotu (1984) trace implications of these different perspectives on culture for organizational research. 
Wuthnow & Witten (1988) discuss the use of culture in contemporary sociology, see also Wuthnow ef al. (1984). 


ACCOUNTING AND ORGANIZATIONAL CULTURES 


The appreciation of organizations as cultures 
brings the interpretive, experiential aspects of 
their activities to the foreground of analysis, 
emphasizing their expressive qualities? (Van 
Maanen, 1979, 1988; Feldman, 1986). Looking 
at the railway, for example, the train is not seen 
as cold technology; the concourse is not just 
glass and marble; “Mr General Manager” is not 
an anybody; cost allocations are not mere 
calculations: everything is expressive. Local 
knowledge, beliefs and values vest them with 
symbolic qualities of meaning. The train may be 
vested with a sacred quality (or not, as the case 
may be) quite beyond its technical properties, 
beliefs about the skills required to operate a 
railway and appropriate forms of organizing 
may endow the General Manager with special 
status and privilege (or not). Cultural analysis 
attempts to uncover these meanings and to 
trace the underlying thematic relationships. 
The objective is interpretation and “thick 
description”: the production of rich contextually 
laden accounts conveying the symbolic content 
of social action. 

Meaning systems may differ within organiza- 
tions, of course. The train, the framing of the 
routing problem as a cost allocation issue and 
so on are likely to be interpreted differently by 
different groups. Within the overarching con- 
cept of an organization as a culture, it is sensible 
to recognize the possibility and likelihood of 
distinct subcultures existing among managerial 
teams, occupational groups, members of different 
social classes and so on;.many of which may 
transcend organizational boundaries (Van 
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Maanen & Barley, 1984). As a limiting case, 
these subcultures may be isomorphic; more 
commonly, they may only: partially overlap.* 
Also, some may be dominant-cultures and 
others counter-cultures (Martin & Siehl, 1983), 
perhaps partially uncoupled from each other 
(Berry et al, 1985), or co-existing in an 
“uneasy symbiosis” (Martin & Siehl, 1983), or 
in contest with each other for dominance 
(Gregory, 1983; Riley, 1983; Pettigrew, 1985; 
Feldman, 1986). Moreover, cultures in organ- 
izations are not independent of their social 
context. They are interpenetrated by wider 
systems of thought, interacting with other 
organizations and social institutions, both 
importing and exporting values, beliefs and 
knowledge. 

Accounting is likely to be differentially 
implicated in these subcultures in organizations. 
Accounting systems, and information systems 
more generally, inevitably offer highly stylized 
views of the world. Any representation is 
partial, an interpretation through a particular 
framing of reality, rendering some aspects 
of events important and others unimportant; 
counter-interpretations are possible (Hedberg 
& Jonsson, 1978). Accounting systems embody 
particular assumptions about organization, 
rationality, authority, time and so forth. These 
may be more or less consonant with local 
subcultures in organizations (cf. Markus & 
Pfeffer, 1983). For example, to senior managers 
in some organizations accounting may symbolize 
efficiency, calculative rationality, order and so 
forth: “the name of the game is profit”. This may 


3 With Meek (1988), Feldman (1986) and others, I wish to distance myself from the current vogue of “pop-culture” 
literature on the management of meaning, which is ill-informed in the anthropological tradition: e.g. Ouchi (1981), Peters 
& Waterman (1982), Deal & Kennedy (1982), Kilmann et al. (1985). No one has a monopoly of meanings (Smircich, 
1983b). See Barley et al. (1988) for an interesting discussion of the contaminating effects of this literature. 

4 Geertz’ (1973, pp. 407-408) analogy is relevant here: “Systems need not be exhaustively connected ... They may be 
densely interconnected or poorly ... the problem of cultural analysis is as much a matter of determining independencies as 
interconnections, gulfs as well as bridges. The appropriate image ... of cultural organisation, is ... the octopus, whose 
tentacles are in large part separately integrated, neurally quite poorly connected with one another and with what in an 
octopus passes for a brain, and yet who nonetheless manages to get around and to preserve himself, for a while anyway, as a 
viable if somewhat ungainly entity”. He goes on: “Culture moves like an octopus too — not all at once in a smoothly 
coordinated synergy of parts, a massive coaction of the whole, but by disjointed movements of this part, then that, and now 


the other which somehow cumulate to directional change”. 
® 
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motivate the development of sophisticated 
accounting systems measuring economic per- 
formance this way and that. To others (nearer 
the ground? ), accounting may symbolize con- 
fusion or irrelevance: “no one understands the 
business”; “when all else fails they resort to the 
numbers” (see Jones & Lakin, 1978, chapter 11, 
for a graphic example ). Similarly, meanings may 
differ across occupational groups. Commercial 
managers may appreciate accounting rather 
differently to engineers, for example. 

It is useful to think of societal cultures as 
emergent, unfolding through time? (Geertz, 
1973; Douglas, 1966), and similarly with organ- 
izational cultures (Pettigrew, 1985; Feldman. 
1986). That is not to say that given cultures do 
not survive for long periods, or that changes 
may be proactively managed: organizational 
cultures probably have inertial tendencies (cf. 
Miller & Friesen, 1984), perhaps sometimes not 
even incorporating changes in wider patterns of 
social thought® (cf. Burns & Stalker’s, 1961. 
pathological responses in mechanistic firms). 
Rather, the implication is that culture is not 
programmed or static. The processes of cultural 
change in organizations are poorly understood, 
however. Perhaps cultural change is a political 
process: subcultures competing with one another 
for legitimacy and dominance (Pettigrew. 
1985). Perhaps cultural change is akin to the 
diffusion of organizational forms, whole fields 
of organizations rapidly adopting knowledge 
innovations in leading firms (cf Fligstein, 
1990). Perhaps in a Kuhnian sense, cultural 
change is precipitated by crisis: the adoption of 
new cultural knowledge only being possible 
when faith is undermined, for example by the 
failure of strategies for subsistence. Maybe 
new cultures are autonomously crafted in 
organizations (cf. “groping” towards “solutions- 
in-principle” and their subsequent elaboration: 


> Douglas (1966, p. 5) states: “... 
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Mintzberg, 1978; Jonsson & Lundin, 1977); or 
perhaps they are already there, “lying around” 
in counter-cultures, waiting to be discovered 
by others (cf. Cohen et al., 1972); alternatively, 
cultures may be imported from the environ- 
ment through new actors (cf. Starbuck & 
Hedberg, 1977). 

Clearly, there are multiple modes and possi- 
bilities for cultural change. However, the point 
of importance for this paper is the conceptual- 
ization of cultural change as the uncoupling of 
organizational action from one culture and its 
recoupling to another (cf. Greenwood & Hinings, 
1988; Hedberg, 1981). It is a process of 
fundamental reinterpretation of organizational 
activities. Things cease to be what they were 
and become what they were not: a new reality, 
if you will. In the railway, for example, the 
sacred train could turn into cold steel, or the 
priest-like general manager could become an 
anybody. Moreover, this process of uncoupling 
and recoupling is unlikely to be sudden, but 
emergent: the gradual disintegration of one 
coupling and the crystallization of another. This 
crystallization may be around an idea not fully 
understood, a kind of ill-articulated new know- 
ledge, perhaps imported from the environment. 
In the railway, this idea was a new accounting. 


RESEARCH METHOD 


Arm’s length analysis is clearly inappropriate 
for cultural analysis of the kind described here. 
Instead, it calls for closer engagement in the 
research setting and “interpretive” methodology 
(Geertz, 1973; Burrell & Morgan, 1979; Denzin, 
1983). Necessarily, this precludes the imposition 
of exteriorized accounts, and radical critique. In 
part, the goal is “to grasp the native’s point of 
view, his relation to life, to realise his vision of 


we think of ourselves as passively receiving our native language, and discount 


responsibility for shifts it undergoes in our life time. The anthropologist falls into the same trap if he thinks ofa culture he is 


studying as a long established pattern of values”. 


6 There is a link here to the cultural adaptation literature (Harris, 1979), but it is not developed in this paper; cf. Lawrence 


& Lorsch ({1967] 1969), Aldrich (1979). 
e 
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his world” (Malinowski, 1922, p. 25); in part it 
is to reflect on the processes through which 
that vision comes to be and is sustained.’ 

This kind of research is necessarily qualita- 
tive. Data consist of descriptions and accounts 
provided by participants in the research site, 
together with the researcher’s observations on 
activities and interactions and the context in 
which they take place. Data must be collected 
over an extended period of time so that 
processes can be recorded. 

The researcher, in general, does not seek to 
test a prior hypothesis. Rather, he or she seeks 
to theorize through the data in an inductive 
manner. Analysis of the data is itself an 
emergent process. The researcher seeks gradually 
to develop an empathy with the data, to 
understand what they tell of participants’ 
realities and the process through which they 
unfold. The researcher must constantly con- 
struct alternative interpretations (“readings”: 
Levi Strauss, quoted in Turner, 1983) until he 
or she is satisfied that the representation 
is a faithful account. Interpretations must be 
grounded in context and consistent with the 
chronological ordering of events and inter- 
actions. Finally, research results must be pre- 
sented in such a way that the reader can 
independently judge their credibility, as far as is 
possible.’ 

The study reported here was conducted over 
a period of two years, with follow up visits 
one-year and two years later. It involved 
ongoing iterations between data collection and 
analysis. Access to the organization was gained 
through various channels and contacts. The 
researcher was given freedom to interview 
anyone he wished. At no point in the data 
collection process did the researcher express 
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opinions, save where it was necessary to 
prompt interviewees. 

Data were collected from staff within the 
organization in several ways. The first source 
was a series of unstructured interviews. Approx- 
imately 30 managers were interviewed, some- 
times twice or more times at the researcher's 
request. These included head office executives 
and their advisors or assistants, senior line 
management and people in senior staff posi- 
tions (finance and engineering). Interviews 
averaged one and a half hours in length, and 
were spread over the period of the research. 
They were tape-recorded and transcribed. 
Secondly, access was granted to various internal 
meetings, Debates were observed and dialogue 
noted. Activities in these meetings were sub- 
sequently written up in abbreviated form. 
Thirdly, data were collected through casual 
conversations and by simply “being around”. 

As the project progressed, the data were 
repeatedly analysed. At first, it seemed that 
there was a real probability of drowning in the 
data. Transcripts and notes were accumulating 
rapidly, and the material appeared to be 
incoherent. This is apparently a common feature 
of the initial stages of cultural research (Smircich, 
1983b). But different ways of making sense of it 
all were explored and gradually a pattern began 
to emerge. At each stage emerging apprecia- 
tions were checked against the next round of 
data in an attempt to confirm the researcher’s 
understanding of the situation. This continued 
until such time as the subsequent data became 
predictable. 

It may be useful to indicate the precise way 
in which the data were found to give a coherent 
picture. Ultimately, the analysis hinged on 
three dimensions: role (function), and level of 


7 For Geertz (1983, p. 58): “The trick is not to get yourself into some inner correspondence of spirit with your informants 
... The trick is to figure out what they think they are up to”. While one may attempt to move towards an “experience near” 
understanding in the field, however, the presentation of an ethnography inevitably will recast these understandings through 
the “experience far” theoretical categories of the reader. Crapanzano (1986) argues that this claim to “native view” 
interpretations is illusory: “There is only the constructed understanding of the constructed native’s constructed point of 
view” (p. 74). See also Marcus & Fischer (1986) for contemporary critique. 

8 The anthropological literature is brimming with reflexive discussion of ethnographic writing styles. See Geertz (1988), 


Marcus & Cushman (1982), Clifford & Marcus (1986), also Van Maanen (1988). 
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hierarchy of the subject, and time. Firstly, the 
data were categorized according to content and 
underlying values. Opinions, sentiments, inter- 
pretations, confusions and so forth in each 
interview transcript were noted. This was done 
without reference to the identity of the person 
who had been interviewed. The data collected 
at any one time seemed to fall naturally into 
distinct constellations or clusters (in the sense 
that groups of people expressed similar views ). 
Attaching identity to the data, it transpired that 
these constellations corresponded broadly to 
interviewees’ roles and positions in the hierarchy. 
Among those performing similar roles (func- 
tions) at a similar level in the hierarchy, there 
was a marked similarity of perspective. Perspec- 
tives differed, however, across roles and at 
different levels of the hierarchy. These data 
were set up on a two-dimensional space with 
role on one axis and hierarchy on the other. 

This exercise was repeated on data collected 
at different times, and found to give similar 
results, in the sense that the data again fell into 
role-hierarchy clusters. The specific content of 
the data differed over time, however. So, the 
two-dimensional spaces were set out in chrono- 
logical order. In effect, a third dimension was 
added to the space, representing elapsed time. 
Studying the content of the data as one moved 
through time, it transpired that the opinions, 
sentiments and interpretations of each group 
were in fact evolving in a systematic way. In this 
three-dimensional space was a story of unfold- 
ing meanings in the organization. 

This was indicative of the existence of 
different cultures in the organization, and some 
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systematic underlying trajectory in the emer- 
gence of those cultures. In fact, during the data 
collection process, it became clear that new 
interviewees’ views were predictable, given a 
knowledge of (a) the role (function) of the 
participant, (b) his or her position in the 
hierarchy, and (c) the time of the interview. 

At this point, the data were analysed from a 
different perspective. Specifically, the level of 
analysis shifted from content to process. The 
data were re-examined to see if the process 
through which the new meanings were emerg- 
ing was observable. Some key turning points 
were obvious in the data. There was a series of 
events and interactions through which the 
emergence of the new meaning structure could 
be traced. These are documented in following 
sections. Finally, the findings of the research 
project were noted and informally discussed 
with various participants.? 


THE ORGANIZATION: AN OVERVIEW 


The research was undertaken in a major 
railway company. The company is referred to 
here as ER!? (“Euro Rail”). It is, and has been 
for some while, in public sector ownership. It is 
large by any standards, employing approximately 
160,000 people. It has a distinguished history. 


History and traditions 

ER has its origins in the great private-sector 
railway companies set up in the middle decades 
of the last century. These each built and 
operated a main line out of the capital city, i.e. 


? There were several fascinating aspects of this last stage in the field. One was that many managers had simply forgotten 
what had happened, or at least had retrospectively reconstructed it. In particular, some seemed to forget how tentative 
their initiatives had been, the anguish and stress of trying to imagine a new future, the tense moments at the heights of 
political intrigue and the sheer uncertainty of the outcomes. They read the past through the present. Geertz’ (1973, p. 19) 
notion, drawn from Ricoeur, of the ethnographer “... tracing the curve of social discourse; fixing it in inspectable form... 
He turns it from a passing event which exists only in its own moment of occurrence, into an account, which ... can be 
reconsuited”, is particularly pertinent here. Secondly, my intervention at this stage actually constructed a past (and hence a 
present) for participants; in other words, the theory developed here on the constitutive potential of accounting may be a 


general theory of accounts, 
19 The company’s name has been disguised. 
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radial routes and associated branch lines.’ The 
companies are legendary. They raised capital to 
fund their projects on an unprecedented scale. 
Their railways were built by world-famous 
engineers who pioneered emerging industrial 
technology, designing magnificent steam loco- 
motives and tracks and bridges which the world 
admired. The railways were, and are, a visible 
celebration of Victorian accomplishment. 
These companies enjoyed a monopoly in the 
nation’s transport well into this century. They 
had good relationships with successive govern- 
ments. They paid consistent dividends and their 
shares were blue-chip stocks. This monopoly 
position and government patronage, coupled 
with a remarkable continuity in the underlying 
nature of their operations, rendered them 
highly bureaucratic: rules and procedures were 
well defined, there were clear chains of com- 
mand and formalized systems for managing 
operations.'* Their managements were con- 
servative, cultivating a belief in the uniqueness 
of railway management and the wisdom of 
practices built up over many decades. 
Importantly, though, while established as 
commercial concerns and earning their founders 
a handsome return,!? these companies also 
embraced a spirit of public service, for the 
railway network provided a transport infra- 
structure much needed for the pursuit of trade 
and manufacturing, and for social mobility. This 
notion of public service was significant in the 
managements’ interpretations of the railways: 
they took the rough with the smooth. They 
were run by “railway men”: engineers and 
operators who took pride in the professional 
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management of the railway and its public 
service. 

The railway companies were nationalized in 
the late 1940s. In many respects, this was of 
limited significance. The nationalized railway 
consolidated the old management structure: it 
was organized by region, each representing one 
of the radial routes out of the capital city; and 
each still managed by a General Manager (the 
same title as before). An Executive Committee 
was established to oversee policy decisions and 
to interface with government. This committee 
comprised the regional General Managers to- 
gether with the Chief Executive of ER and 
various engineering chiefs.'4 Management 
practices of the former railways survived intact. 
Furthermore, nationalization reinforced the 
public service orientation, for this was the era 
of the Welfare State. Public-sector ownership 
established the railway as a social service. Its 
prime purpose was to provide a transport 
infrastructure. Profitability was secondary. 

This interpretation of the railway remained 
dominant among senior managers for thirty 
years or more. Post-nationalization govern- 
ments, faced with deficits and huge investment 
sums required for modernization, frequently 
sought to contain the costs of maintaining this 
infrastructure. Following a fundamental review 
in the 1960s many branch lines were closed. 
Later, during the 1970s, the government imposed 
investment ceilings and set out expectations for 
the maximum level of its support. But, although 
now tempered with a concern for thrift and the 
avoidance of waste, old traditions endured. 
Financial deficits continued. ER remained a 


'! This is an oversimplification, for in fact there were then a multitude of local regional railway companies in addition. It 
was only in the 1920s that government inspired mergers led to their consolidation around the major routes. 
12 This was not unique to ER. See Chandler (1965), Crozier (1964) and Gourvish (1986). 


13 In this connection, Bryer’s (1991) account of the differential returns to investors in Britain’s railways is interesting. 

14 Committee structures were continually revised and amended during the post-nationalization period. My terminology 
anticipates the structure in place in the early 1980s, at the start of this research. Broadly speaking, this structure is not 
unrepresentative of early patterns, for the representation of interests in railway management committees was constant 
throughout this period. The railway companies were also diversified into related businesses, however, e.g. engineering, 
shipping, harbours, property and hotels, which were also represented in the management structure. These other businesses 
are not discussed here. They only accounted for about 25% of headcount and turnover, and the railway operations 
remained the dominant managerial concern. For the record, they were gradually privatized during and after the period of 


this research. , 
e 


714 


bureaucratic organization with a heritage of 
railway engineering and public service. The 
railways were still run for practical purposes by 
regional General Managers, each one of these 
standing in a direct line of descent from a 
founding pioneer. They occupied the same 
grand offices. There were portraits of previous 
incumbents on their walls. They were, very 
consciously, carrying on a tradition of pro- 
fessional railway management. 

This was the reality of the dominant “railway 
culture”. The railway was a public service. The 
purpose of the railway was to run trains. In so 
doing profitability was secondary. The accepted 
professional concerns were to do with railway 
engineering and the logistical problems of 
operating trains. And although the “golden age” 
of steam had passed, new electrical and elec- 
tronic technologies still offered scope for 
railway people to further their engineering 
heritage.'° 


The emergence of the economic perspective 

In a profound sense, nationalization thirty 
years before had created a relationship of 
dependence for the railways, a dependence on 
government for sustenance. In the early 1980s 
the implications of this became clear. Govern- 
ment policy became stringent. Social aims 
ceased to be a legitimate criterion for support. 
Government sought to impose harsh economic 
disciplines in all areas of public and private 
endeavoéur. Declaring a determination to “take 
on” the public services in particular, it orches- 
trated a campaign challenging the competence 
of public-sector management. For the railway, 
government “expectations” were translated 
into more specific financial “objectives”. These 
were progressively tightened. Investment funds 
were withheld. Reporting escalating losses, ER 
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found itself in a malign, resource constrained 
environment. 

We need, for a moment, to backtrack. 
Apparently, in the late 1970s, the Chief Execu- 
tive of the railway had set up a strategy think- 
tank to improve long-term planning.'® 
Embryonic ideas developed there, and sub- 
sequently nurtured by a small group of execu- 
tives, were now rolled out for more general 
consideration. Senior managers, by this time 
fully appreciative of the real hostility of govern- 
ment and the precarious position of the railway, 
fastened onto the ideas as a solution to the 
current problems. The organization, through 
the Executive Committee, created new manage- 
ment positions. For the first time, “Business 
Managers” were appointed. For analytical pur- 
poses (only), railway operations were broken 
down into market sectors: for example, long 
distance passenger traffic, short distance pas- 
senger traffic, freight, parcels and postal traffic. 
Business Managers were assigned responsibility 
for developing strategies to enhance financial 
performance in each sector — in effect to 
manage the “bottom line(s)”. 

These people were appointed outside the 
main line-management hierarchy of the railway. 
They were long-range planning people in staff 
positions at the Head Office, with no formal 
control or authority over railway operations. In 
fact, their initial responsibilities were thought 
to be confined to the identification of market- 
related initiatives. The Business Managers re- 
ported to the Chief Executive and joined the 
Executive Committee. But the regional manage- 
ment hierarchies remained intact. Regional 
General Managers, carrying on the old traditions, 
continued to run the railway. 

The appointment of Business Managers was 
to have far reaching consequences, however, 


15 A notorious example of this was the development of an advanced passenger train in the late 1970s. Powered by a gas 
turbine, it employed a revolutionary suspension technology, the whole train tilting as it went round corners. In trials, the 
prototypes proved unreliable, and made passengers sick. The project was shelved in the subsequent “business regime” of 


the 1980s. A prototype was sent to a railway museum. 


16 I am indebted to independent archival research for this information. In the railway folklore these events are shrouded in 
the mystery of (recent) time. This pattern of events is nct unique: see Gourvish (1990) for comparable accounts. 
e. 
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for it introduced a new “business” culture, a 
counter-culture. They brought a different inter- 
pretation of reality. For them the railway was a 
business, its purpose was to make profit. 
Engineering and logistical operations were 
essentially a means for extracting revenues 
from customers. Professional management was 
about making the railway profitable. 

Business Managers were appointed without 
staff or support at the margins of the organ- 
ization. But during the course of the study, they 
gained influence at the expense of the regional 
General Managers. They persuaded many around 
them of their idea of a business railway. 
Gradually, people converted to the “business 
culture”. Others left the organization. The 
nature of dialogue and debate changed. Appeals 
to the old traditions of railway excellence and 
public service were repudiated. New kinds of 
policy decisions emerged, motivated by the 
business logic. Operational activities out in the 
regions began to be informed by the new 
rationale. 

Now, the old world view, the preoccupation 
with engineering and logistics, the belief in the 
railway as a social service, the railway culture, 
has been substantially displaced by the business 
perspective, the belief that railways should be 
instrumental in making profit and managed to 
that end. The counter-culture has emerged to 
become the dominant-culture among the senior 
management. Traditions established over longer 
than a century were quickly overthrown. 


TRACING THE DYNAMICS OF CHANGE 


The story is one of evolving interpretations, 
meanings and perceived possibilities. No one in 
the organization foresaw the outcome at the 
Start, not even the Business Managers. At first, 
their “business culture” was vague and in- 
distinct, a kind of abstract generality. But as 
events unfolded, it became more specific. Possi- 
bilities for coupling their business reality to 
organizational action were perceived. Gradually, 
as people elaborated the new logic for organ- 
ized activity, momentum was created. Captur- 
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ing the emergent nature of these developments, 
one senior manager described the experience 
as “a voyage of discovery and development”. 

This section traces the dynamics of change. 
Firstly, it considers the context surrounding the 
appointment of Business Managers. Then it 
outlines the crafting of new accounting systems. 
Subsequently, it traces the process through 
which the new accounting was coupled to 
organizational activities and endowed with 
meaning. Finally, it gives an account of the 
regional General Managers’ perspective in these 
events. The section is interspersed with repre- 
sentative comments from managers in the 
organization. 


People and context 

The context of the Business Managers’ appoint- 
ments in ER is important in appreciating the 
trajectory of events. The railway was under 
acute threat. The competence of public-sector 
management was openly under challenge. The 
railway was charged with being “old fashioned”. 
Governmental pressures for profitability were 
onerous, and sanctions were being applied. 

These threats were clearly appreciated by 
senior management. The railway has always 
prided itself on being modern in its tech- 
nological activities. The charge of being “old- 
fashioned” in its management practice was 
deeply challenging. Moreover, there was some 
recognition that the old traditions were not, in 
themselves, proving sufficient to manage the 
threats away, and needed to be supplemented 
in some way. The skills the Business Managers 
brought, marketing, long-term planning, “bottom 
line” management, had an image of modernity, 
enabling the railway to throw off the charge of 
being “old-fashioned”, and were thought to 
be a useful supplementation of the railway 
traditions. Moreover, they were thought to be 
unintrusive, a “grafting-on” to the old traditions. 
The Business Managers had no operational 
authority. They were “back office” planning 
people. Their roles were defined through a 
remote accounting construct, the “bottom 
line”, outside the prevailing mainstream under- 
standing of railway activities. In bringing new 
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knowledge to bear to cope with environmental 
pressures, they were not expected to disrupt 
the railway or existing patterns of authority. 
Senior managers commented: 


Everything has its time. You’ve got to realize the 
environment of the (transport) industry. We're now in 
the most competitive environment the railway has ever 
faced. And there were clear objectives emerging from 
the Government. These things made people think 
differently .... It’s all in the market place in the end, 
and how to exploit the market place. The traditional 
tailway wasn’t sensitive to the market place (Senior 
Executive ). 


We were weak in marketing and business issues 
generally. The government targets were stiff. We 
needed those skills (General Manager). 


Equally important are the personalities and 
backgrounds of the Business Managers. While 
they had all at some time worked in or with the 
railway, practically all had also worked outside. 
Thus, while they understood the railway cul- 
ture and could talk railway talk, they also 
appreciated what they saw as wider business 
practice: “managing for profit”. Furthermore, 
these men became evangelists, hungry people 
with a mission. They developed a zeal to 
convert the railway from a social service to a 
business enterprise. 

In addition, the nature of their appoint- 
ments was rather unusual (at least for a 
mechanistic organization). There were no briefs 
or manuals. Ultimate intentions were not articu- 
lated. Business Managers were just told to see 
what they could do. 


We introduced it in an evolutionary way. We said: “Let's 


appoint Business Managers and then let it evolve. Be 
patient and let it evolve” (Senior Executive). 


When the Chief Executive introduced the Business 
Managers he didn’t have any idea how to take the 
concept forward. I think he deliberately chose people 
who would win the day, and left them to get on with it. 
It was up to each of us to build our influence. The 
regional General Managers had great centres of power: 
buildings and armies of people. They were the Gods on 
high, the last remnants of the Railway Companies. He 
wanted to stand back from it all, and see what would 
happen (Business Manager). 
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They had, at best, a vague job description, one 
which they could legitimately expand. 

Subsequent events were not independent of 
changes in the social and political climate 
during the decade. It was one dominated by 
economic liberalism: deregulation in many 
spheres of activity, privatization of state owned 
enterprises, and a sea change in attitudes 
towards the public services and the Welfare 
State. These substantive effects were to come 
later, but there was already a clear “idealization” 
by government of private sector management 
practices, and a belief that they could be 
introduced in the public sector. (industrialists 
were rationalizing “old fashioned” work routines 
in the Civil Service, for example.) There was 
also a stated political agenda to subject the 
public services to “market disciplines” wher- 
ever possible. 


Evolutionary change and organizational 
acclimatization 

The railway has long traditions and con- 
sensually accepted preoccupations. At first, the 
Business Managers could only see limited 
opportunities for coupling their concept to day- 
to-day activities. But as events unfolded, tenta- 
tive new possibilities were perceived. Stage-by- 
stage, as if in episodes, their abstract notion of 
the business railway became more concrete. 

The railway is a very formal organization. 
People in it describe the management process 
in bureaucratic analogies, talking of “chains-of- 
command” and “good old soldiers falling into 
line”. In meetings, people are often referred to 
through their official titles. There is much 
deference to authority. The Business Managers 
recognized the significance of this formal 
management style in their quest to convert the 
railway. In fact they worked through it. As their 
ideas evolved, in each episode they sought first 
to persuade the Chief Executive and his 
advisors. These people were likely to be the 
most sympathetic to their economic rhetoric, 
for they interfaced with government and felt 
the external pressures most immediately. Care- 
fully negotiating in principle a course of action, 
often after much private and closed debate, 
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then, sure of their support, the Business 
Managers set out to convert a wider group. 
Each episode involved a fairly small incre- 
mental step. None, in isolation, was especially 
threatening or difficult to accommodate in the 
old railway culture. Indeed, at first, even those 
who ultimately stood to lose influence and 
status appreciated the blending of the business 
perspective into the railway culture. As the 
organization became acclimatized to each 
change, however, as each episode had a chance 
to “soak”, so new possibilities were perceived. 
Repeatedly, new episodes were enacted. 
Commenting on the way in which they 
operated, a Business Manager reflected: 


In the early days, there was nothing in writing, except 
that we had a responsibility for improving the bottom 
line. There were no organization charts. This made life 
difficult. It was all about relationships. We had to 
persuade everyone around us ... As we did so, our ideas 
evolved. We became increasingly aware of the potential 
of the Businesses. 


Senior Executives recalled: 


Our ideas were constrained because we were ... well I 
was going to say traditional railwaymen. We were 
coloured by the views of the complexity of running a 
railway. No one foresaw the present state as a 
possibility. Our minds were opened. 


It takes time to change an organization like the railways 
and to change attitudes. There’s 150 years’ history. You 
don’t overturn that lightly. Nor would you want to, or 
the railways would cease to operate ... The Business 
Managers recognized that. First, they convinced a small 
group, then gradually widened that group until every- 
one was aboard ... 


They operated in stages ... Incremental changes were 
easier to sell. It was easier to build commitment and 
minimize opposition from those who stood to lose ... 
They took each stage to the limit. 
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Creating an alternative account 

For the Business Managers the purpose of the 
railway was to make a profit. The significance of 
customers was revenues; the significance of 
operations, that is, trains, infrastructure and 
staff, was cost. Upon their appointment, how- 
ever, there was no account of the railway’s 
activities in each market sector consistent with 
their reality. While profit or loss was measured 
for the organization as a whole, and was used in 
dealings with government, no such measures 
existed for component parts of the railway.'” 

In fact, during the 1970s, primarily for 
analytical purposes (rather than for responsibility 
accounting), the railway had moved towards a 
system of contribution accounting, matching 
directly traceable costs to revenues for various 
market segments.'® Common costs were not 
allocated to the segments. The railway is a 
remarkably integrated activity, with common 
staff, infrastructure and, to some extent, train- 
related activities, so these unallocated costs 
were very substantial. Senior accounting execu- 
tives had long argued, both privately and 
publicly, that allocation was neither possible 
nor meaningful. Fundamental to the Business 
Managers’ appointments, however, was not just 
a profit-contribution responsibility, but a “bottom 
line” responsibility, and this called for the 
allocation of common costs. 

In a definite way, this “bottom line” respon- 
sibility had a normative symbolism —— private 
sector managers were concerned with the 
“bottom line”. But there was a more practical 
logic: this was to ensure that one or other of the 
Business Managers would be responsible for all 
costs, and motivated, as events unfolded, to 
ask questions about the necessity and con- 
sequences of incurring cost. A Senior Executive 
commented: 


' Under existing systems, costs were accounted for by region, corresponding to the physical location of the operational 
activities concerned. The regions were thus essentially cost centres. Revenue responsibility was more diffuse, for 
passengers and freight were frequently transported across two or more regions. In fact it was not as simple as this, but in 
practical terms, the railway network alone was a huge profit centre. 

18 These did not precisely correspond to the present market sectors, but provided a basis on which to build the subsequent 


measures. 
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You appoint a Business Manager and say: “We believe 
this is freight”. The first thing he says is: “What’s mine? 
What are the boundaries of my business?” Then be 
pursues questions such as: “How are costs being 
allocated to me? I want to know more about it. Let me 
analyse and fillet all the cost you are suggesting is mine” 
... Then he asks: “How do these costs relate to my 
revenues”, 


An individual within the accounting depart- 
ment wás appointed to develop profit or loss 
measures by business sector. This person 
was in rather an invidious position. Given 
senior finance officials’ former public repudia- 
tion of the possibility of developing these 
measures, he had to tread carefully. He later 
recalled: 


At first I was not convinced that it was either sensible or 
feasible. There’s a whole history of avoiding cost 
allocations in the railway. But if the Business Managers 
were to take responsibility, they needed different 
Management Accounting. I was persuaded of this new 
way to run the railway. I wanted Finance to play a 
fundamental part in supporting it. 


When I was appointed I spent several months bouncing 
ideas off walls —- walls not people — because finance 
people didn’t believe you could or should develop the 
information they needed. 


He became involved in intensive discussions 
with the Business Managers, and with represen- 
tatives of the Chief Executive's office. Different 
ways of apportioning costs were discussed, and 
a firm of accountants consulted. The guiding 
principle was “cost exhaustion” — all costs 
incurred by the railway had somehow to be 
attributed to one or more of the businesses. 

The precise details of the method of arriving 
at the profit or loss for each business are 
unimportant here. It suffices to say that it was 
founded on principles reflecting the primacy of 
use of resources, and that the development of 
computer systems to operationalize the prin- 
ciple in full took some while. The significant 
point is that these measures were introduced, 
manually at first, and that they were fundamental 
to the emefgence of the new culture. 

Business Managers were appointed without 
any operational authority. Their positions were 
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an abstract economic construct. They were 
made meaningful through the new accounting 
constructs. Moreover, the accounting measures 
provided a means through which they could 
later couple debate on operational and physical 
concerns to an economic calculus. Reflecting 
on the penetration of the new account of 
organizational activities, one Business Manager 
observed: 


Its my impression that the engineers, and after all we 
are an engineering company, had no real understanding 
of what they were doing in terms of the “bottom line” 
... Now the engineers know what a “bottom line” 
specification really is and they can respond to it. 


One regional General Manager commented: 


I always behaved with the “bottom line” in mind. But 
the Business Managers took it further. They challenge to 
a much greater extent. Making the railway profitable is 
the real meaning of the Business. 


And another: 


I didn’t realize the extent to which budgets would be 
challenged, and challenged so vehemently. 


Coupling railway activities to the new 
account 

At the head of the railway is the office of 
Chief Executive. Attached to this are various 
staff functions — Finance, Engineering Direc- 
torates and so forth. Reporting to the Chief 
Executive in a line-management relationship 
are the General Managers of the regions. 
Underneath these are the railway operations. 
Overlaid on this management structure are 
formal planning and decision-making systems of 
various kinds. 

The Business Managers were appointed in staff 
positions outside the formal line-management 
structure of the railway organization. They 
wished to explore their reality with others. But, 
there was, at first, no formal context for them to 
interact with others. Neither did they have the 
formal status they perceived necessary to 
influence others. In a sequence of moves, they 
sought, first, to institutionalize their status, and 
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then to secure bases for participating in an 
increasing range of dialogue and debate. 

Securing status. First they lobbied the Chief 
Executive and his advisors for a change in 
reporting relationships. If he was serious about 
the idea of marketing and business planning in 
the railway, they argued, then they had to have 
comparable status to the regional General 
Managers. After some considerable debate, a 
new management structure was introduced. 
The Chief Executive appointed two Joint Manag- 
ing Directors, one taking a responsibility for the 
regions —— the operations side of the railway, 
the regional General Managers; the other taking 
a responsibility for planning and marketing — 
in effect, the Business Managers. In a symbolic 
sense, although not at first in practice, this gave 
the Business Managers parity with the regional 
General Managers. It also stood for the Chief 
Executive’s acknowledgement of the legitimacy 
of the “business” reality, the reality of the 
railways being managed for profit. Commenting 
on the significance of this, one Business Man- 
ager observed: 


The General Managers used to report directly to the 
Chief Executive. The joint Managing Directors gave us 
parity. 


Creating contexts for interaction. Later, in 
subsequent episodes, they lobbied for succes- 
sive changes in the formal planning and decision- 
making systems. Changes, they argued at each 
juncture, were necessary to provide a balance 
to the over-bearing influence of the regional 
General Managers and engineers. Over the 
period of the study, three changes were 
forthcoming. Each change secured opened up 
possibilities for perceiving the potential of the 
next. Firstly, the corporate planning system was 
revised. This dealt with longer-term matters. 
Formerly, regional General Managers prepared 
plans and presented them to the Executive 
Committee for ratification. The change gave 
Business Managers a formal input into the 
preparation of plans. In fact, the planning 
process became “business-led”, with these 
managers setting financial and other objectives 
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for the regions, the regions being required to 
identify actions to achieve those objectives. 
Next, capital expenditure approval procedures 
were amended. Formerly, regional General 
Managers and engineering chiefs had significant 
autonomy inthe approval of capital expendi- 
tures. The new system required expenditure 
proposals to be underwritten by one or more 
Business Managers, and effectively gave them a 
right to veto if they thought the proposals were 
uneconomic. Finally, budgeting systems were 
revised. Budgets emanating from each region 
were analysed by market sector. Business 
Managers became involved in their review. 

The significance of these changes is that, in 
the context of ER’s formal management style, 
formal systems and procedures imply rights to 
participate in and influence decisions and 
actions. The Business Managers’ participation in 
the operation of these systems gave them a 
context to interact with others and question 
the rationale underlying railway decisions. In 
meetings, they could be seen translating opera- 
tional and engineering concerns into the new 
profit calculus, feeding their financial vocabu- 
lary back into the stream of discourse. Appeal- 
ing to the “ideal” of the profit-conscious 
customer-oriented private sector manager, they 
challenged and sometimes ridiculed beliefs. 

_ Thus, participation in the planning procedures 
enabled them to reinterpret longer-run engineer- 
ing and operational initiatives in business terms: 
what does it mean for the customer? Will it 
improve journey times and punctuality? What 
implications does it raise in terms of costs and 
revenues? Their sponsorship of capital invest- 
ments enabled them to ask: will it improve train 
reliability, eliminating the need for back up 
resources? Can the businesses afford it? What 
are the investment options? The redesign of the 
budgeting system gave them opportunities to 
challenge the cost effectiveness and profit 
implications of operational issues like train 
routing, train scheduling and the programming 
of maintenance. 

Moving from the remote concerns of long- 
term planning, through capital investments, 
to immediate issues of train scheduling and 
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maintenance programming, they recast manage- 
ment debate into a language of the “bottom 
line”. Others began to take up their vocabulary. 
Railway matters gradually came to be discussed 
as financial matters. Furthermore, planning and 
budgeting activities began to assume a new 
significance. Formerly, they were introverted acts 
of cost containment. Now they came to symbolize 
the search for profit-maximizing opportunities. 

Commenting on: the importance of these 
changes in formal systems, a Business Manager 
observed: 


We had responsibility for improving the profitability of 
the railway. But it wasn’t clear who was in control — I 
think there was some diffidence in spelling that out with 
the utmost clarity. We lobbied to get control of the 
planning process. Clarity has emerged, now that we 
have taken responsibility for planning and budgeting. 
That’s become our power base. 


Over time, these changes cumulatively ex- 
tended the opportunity for Business Managers 
to interact with engineers and operators far 
beyond their original remit. Through this 
interaction, their ideas became more specific. 
But they were still located in the Head Office. 
Accordingly, in a later episode, they set about 
extending their influence into the regional organ- 
izations. They appealed to the Chief Executive 
for the appointment of individuals to represent 
their interests within the regions. These Regional 
Business Managers, once appointed, carried the 
economic perspective deep into the regional 
organizations, carving underneath the regional 
General Managers and giving Business Managers a 
direct line of influence to operational activities. 
One commented: 


People in the regions are used to doing things without 
asking. They find themselves subject to our scrutiny. I 
can take things up in a big way, if necessary, and howl 
for their blood. 


And commenting on their influence, an opera- 
tions manager in the regions observed: 


Five years ago it would have been revolutionary to 
challenge what an engineer wanted to spend money on. 
Now it happens frequently. 

dl 
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Consolidating the emerging reality through 
symbolic events. Through interaction in meet- 
ings and elsewhere, many in the organiza- 
tion began to understand the Business Managers’ 
emerging reality. Most also found it appealing. 
The continual attacks on the competence of 
public sector managers had worn morale down. 
To be business-like was “good”, it gave them 
pride, and made the railway modern. Increas- 
ingly people came to share the normative 
symbolism of the “bottom line”. But to a large 
extent this was uncoupled from their concrete 
day-to-day activities. Meaningful symbols relat- 
ing to everyday tasks, events and recollections 
through which people could connect the 
business reality to their ongoing decisions and 
actions, were absent. 

As the situation unfolded, this changed, 
however. In parallel with the formal changes, a 
sequence of important events was enacted. The 
Business Managers staged “contests” with the 
regional General Managers, forcing collisions 
between the railway culture and the business 
culture. As before, they worked through the 
bureaucratic structure of the railway. Focusing, 
in each episode, on a specific issue demonstra- 
tive of their concerns, they sought first to 
persuade the Chief Executive and his advisors. 
Once sure of this group’s support, they set out 
to convert a wider group. Finally, they forced 
the issue for resolution. Again, each issue 
resolved opened up the possibility of the next. 
Three events stand out. They are reported in 
sequence. 

The first concerned the disposition of loco- 
motives and rolling stock. Over a period: of 
time, one regional General Manager had been 
successful in acquiring resources to invest in 
high speed trains for passenger transport. These 
he zealously guarded against suggestions from 
other regional General Managers that they 
should be more widely dispersed on the railway 
network. The relevant Business Manager's 
analysis suggested that this situation was un- 
economic. Profit could be improved by relocat- 
ing some of these train sets to other regions. 
This Business Manager lobbied the Chief 
Executive and his advisors to have the location 
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decision determined by economic criteria. This 
was supported and the trains were moved. 
Commenting on this event, the relevant Business 
Manager observed: 


Regional prejudices had stopped the movement of high 
speed trains to the areas where they could earn the most 
money. The General Managers were barons. You just 
didn’t go into their territory. It was a sort of unwritten 
law. I got those trains moved early on, it was one of the 
first things I did. 


A second event concerned capital invest- 
ments. In this case, a major track was being 
upgraded to take faster trains. According to 
enineering precedent, it was usual to renew 
signalling equipment at the same time. The 
Business Manager’s analysis indicated that this 
was neither necessary nor economic. Again, the 
Chief Executive was lobbied. The signalling was 
not renewed. As the Business Manager observed: 


The main line was being electrified at significant 
expense. When wires are being strung over the track, it 
is customary to renew signalling equipment at the same 
time. 


We can’t afford it. Anyway, the existing signalling will 
last another 15 years. All we needed to do was 
immunize the signals for electrification. The General 
Manager and his engineers were horrified. “This isn’t the 
way to run a railway”, they said. “It’s a cash flow 
decision”. 


A third decision concerned the scheduling of 
trains. Note that this is getting down to 
operational and logistical detail, by any stan- 
dards the province of professional railway 
operators. Traditionally, train schedules had 
been set to maximize operational convenience. 
For the sake of passenger convenience, a 
Business Manager wanted to alter the schedule 
on a route. This intervention was bitterly re- 
sented by the regional General Managers. Even 
in this case, the Business Manager’s judgement 
was supported by the Chief Executive. 


Traditionally, timetables have been set for operational 
convenience. I was dissatisfied and wanted to change 
the frequency of trains on the route. 
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The General Manager was determined not to have it. I 
took it to the Chief Executive. I said to the General 
Manager half an hour before the meeting: “ve got to 
win, and will win, the writing’s on the wali whether you 
like or not. [like you, why are you putting your head ina 
noose? Why don’t you back off?”. But he didn’t 
(Business Manager). 


All these events came to have a significance 
way beyond the decisions themselves. Each 
stood for a whole class of decisions, signifying 
the primacy of the business reality in relation to 
those kinds of decisions. The high speed train 
issue redefined all decisions concerning the 


location of locomotives and rolling stock as 


economic decisions. The signalling decision re- 
defined all investment decisions as economic deci- 
sions. The scheduling decision established the 
economic nature of detailed operational issues. 

These events coupled the business culture to 
concrete railway activities. They were widely 
celebrated in the organization, both in public 
documents and in internal discussions, and are 
recalled in explanations of the emergence of 
the business rationale for railway management. 
Cumulatively, they embrace almost all aspects 
of the railway. People used them to attribute a 
new meaning to their everyday activities. 

Not all decisions went in the Business Man- 
agers’ favour, though. Secure in their conversion 
of the majority of the senior management élite, 
the Business Managers sought to explore their 
new reality with those within the organization. 
As already noted, representatives were appointed 
in regional offices: Regional Business Managers. 
At first, these individuals reported formally to 
the regional General Managers, and were on 
their payroll. The Business Managers wanted to 
pay their salaries from their own budgets to 
avoid them having divided loyalties. Regional 
General Managers found this unacceptable. 

Apparently the Business Managers acted too 
soon; they lost. But the momentum they had 
already established was too great and they came 
back to win support some weeks later. A 
Business Manager explained: 


There was a famous breakfast meeting where I soundly 
lost. The organization was not ready. But of course, one 
-+ 
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rises again. Later, we were on firmer ground. I 
raised the matter again, and I won the votes of 
everyone. 


In the regions, a similar process of change 
seems to be being enacted. These individuals 
ippear to be following a similar strategy, 
zaining contexts for interaction, persuading 
thers of their views, and staging contests. The 
‘bottom line” for each business is now decom- 
xosed into subsidiary “bottom line” accounts. 
n regional meetings, these managers reinterpret 
lialogue and debate through the subsidiary 
iccounts. A sequence of new symbolic events is 
veing enacted in each region. Commenting on 
yis experiences, one Regional Business Manager 
ybserved: 


At first we had to stand out there in front battling on our 
own. But now it’s like a tide coming in. Nobody can 
actually fight the tide. Pm coming in on a surfboard 
really. 


The picture then, is one of sequencing, momen- 
um and cumulation. The Business Managers 
itarted on their mission with a vague concept of 
i business railway. They secured increasing 
contexts for interaction. Their ideas gradually 
yecame more concrete and they persuaded 
thers around them. In an episodic manner, 
noving from the general to the particular, they 
ecured changes to reporting relationships and 
systems. Each episode was punctuated by a key 
event. These events became symbols of the 
dusiness culture, endowing railway activities 
with a new meaning, and provided a basis for 
continual and cumulative reinterpretations of 
-ailway operations. 

Of course, there was tension. These decisions 
challenged the status of the regional General 
Managers and others who still subscribed to old 
seliefs. There was resentment and hostility. But 
he Business Managers let each step “soak” 
io the organization could acclimatize, before 
embarking on the next episode, and a majority 
of the senior management gradually converted 
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to the “business culture”. Appealing to another 
metaphor, a Senior Executive commented: 


We've lit a bonfire and it’s burning like mad. 


The Regional General Managers’ perspective 
Regional General Managers were steeped in 
tradition. They were the descendants of the 
railway pioneers, the bastions of the railway 
culture. The business culture struck at their 
values and beliefs. When asked why and how 
they had let these things happen, they responded: 


It wasn’t obvious at the time. The Business Managers 
were planners. We didn’t expect the railway operations 
to change (General Manager). 


One quoted from a memo he had written to 
his staff immediately after the Executive Com- 
mittee meeting which had approved the prin- 
ciple of the Business Managers’ appointment: 


The respective roles of Headquarters and the Regions 
will not change ... Policies, as now will evolve from 
discussions. The Regions will participate ... 


In fact, from the General Managers’ perspec- 
tive, the story is one of initial seduction, 
followed by surprise and ambivalence, defec- 
tion and resignation. They were aware of 
external pressures for financial performance. 
Some thought it was a whim, and would pass. 
But most perceived a need for a business 
perspective, and supported the creation of the 
Business Managers’ positions in the Executive 
Committee. When the Business Managers were 
appointed, most welcomed their influence. 
At an early stage, one General Manager 
commented: 


This is good for us. Pm quite pleased at the way the 
culture is changing. You talk around now and nobody is 
in any doubt that the railway is business-led. 


And another, commenting on the decision to 
relocate the high speed trains: 
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Why do we have fancy train sets? It’s not for General 
Managers to play trains. It's to make the businesses more 
profitable. ‘? 


One joined the Senior Executives, representing 
the Business Managers. According to his critics, 
he is reputed to have seen “which way the wind 
was blowing”, but he himself described it thus: 


Initially I was opposed. But I saw the logic of the 
changes. I was converted. 


Thus, most found the abstract normative 
symbolism of the “bottom line” appealing. They 
thought it “good” to be more business-like. 
They aspired to “private sector practice”. Few 
perceived the underlying momentum of events 
or their potential significance. Acting out the 
new rationale, they thought they need have no 
fear for the railway traditions. In fact, sitting in 
their grand offices with portraits and plaques 
around their walls and other symbols of former 
grandeur, it was inconceivable to them that the 
railway traditions could be undermined by 
anything. 

As the significance of the economic reality 
emerged through subsequent events, however, 
the situation became less congenial for them. It 
threatened their pride as professional railway 
operators. Commenting on the resignalling 
decision noted earlier, a General Manager said: 


We'll have to do it all again in 15 years’ time. It’s not a 
sensible long-term decision. 


Furthermore, the appointment of Regional 
Business Managers within their own organiza- 
tions undermined their authority. 

At this point, they protested vigorously. This 
prompted a report from the centre discussing 
the relationship between Businesses and the 
Regions. The report placated them with the 
soothing idea of Business Managers and regional 
General Managers as equals in a team-based 
organization. Nevertheless, the business perspec- 
tive continued to impinge on operational matters. 


723 


Many General Managers became unhappy. 
They thought the emerging decisions unprofes- 
sional, and feared for the quality of the railway. 
By this time, however, their appeals fell on deaf 
ears. Most others among the senior manage- 
ment élite had converted to the business 
culture. The General Managers were character- 
ized as reactionary, protective and old-fashioned. 

Towards the end of the study, most of them 
left the organization or took “early retirement”. 
One stayed in office a while longer. Shortly 
before his retirement he had this to say: 


With the benefit of hindsight, I think the Chief Executive 
was right in allowing it through ... But it’s gone too 


While I’ve been in office, through good engineering 
management, I've just about managed to ged rid of all 
the speed restrictions on the main line. Business 
Managers are taking a maintenance holiday [i.e. neglect- 
ing maintenance]. In five years someone will be faced 
with exactly the situation I inherited. 


Former regional General Managers have been 
replaced with sympathetic men. They repudiate 
the old traditions. They are proud to subscribe 
to the business culture. A newly appointed 
General Manager had this to say: 


I personally feel that this new approach is right. I 
support the businesses. I see it as my job to influence my 
current staff to accept the business managers. 


Far from being equals in a team, the regional 
General Managers are seen to be subservient to 
Business Managers. “Business managers set policy 
and standards; regions implement”. Career 
patterns have changed. To become a regional 
General Manager was the ultimate aspiration for 
a railway-man; by the end of the field research it 
was to become a Business Manager. There was 
open discussion of removing the regional 
General Managers from Railway Executive. 
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Initially, there was a dominant “railway” 
culture. The Business Managers brought a 


‘9 This General Manager claimed that he had repeatedly requested some of these train sets himself. 
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counter “business” culture. This cascaded 
across the senior management élite to become 
dominant. The Business Managers had an abstract 
idea of a business railway. New accounts were 
crafted representing the railway as a series of 
businesses. The Business Managers gained con- 
texts to interact with others. In these contexts, 
they recast dialogue and debate from a rail- 
way language of operations and engineering to 
their business language of markets and profit. 
Gradually the idea of a business railway became 
more specific. Moving from remote concerns to 
immediate issues, they persuaded others of 
their interpretations. There were contests over 
the definition of specific activities. The out- 
comes became symbols through which people 
attributed new meaning to railway operations. 
Momentum built up behind the business culture. 
People converted, others left. For senior man- 
agers, the abstract idea became a tangible, 
energizing reality, a source of pride. Now the 
railway culture is repudiated. 

A broad range of theories can be brought to 
bear to interpret the pattern of these events. 
Fundamental to this account is the notion of 
culture as a system of ideas: beliefs, knowledges 
and values in which action and artifacts are 
vested with expressive qualities (Geertz, 1973, 
1983); and the idea that organizations have 
distinctive cultures (Pettigrew, 1979). This is 
exemplified in the contrasting “railway” and 
“business” cultures described. Associated with 
this is the conceptualization of organizational 
change as a process of uncoupling and recoupling 
(cf. Greenwood & Hinings, 1988): exemplified 
in the railway by the uncoupling of activities 
from the railway culture and their recoupling to 
the business culture.*° We can also see a theory 
of inertia in operation, change being precipitated 
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by crisis (cf. Starbuck & Hedberg, 1977; 
Jonsson & Lundin, 1977; Mintzberg, 1978; 
Miller & Friesen, 1984). The railway culture 
was remarkably resilient over- many previous 
decades, despite several attacks; real threats 
only being perceived when the severity of the 
current onslaught on the public services be- 
came apparent. There are also traces of the 
“garbage can” (Cohen et al., 1972; March & 
Olsen, 1976): the Business Management idea 
was developed independently of the crisis, only 
subsequently coupled to the threats facing the 
Organization. 

Continuing, change was emergent (March & 
Olsen, 1976; Pettigrew, 1985). This was not a 
controlled process, relying on plans and rational 
analyses engineered by those standing outside, 
untainted as it were; the whole management 
group was bound up in the creation of the 
business culture. The process unfolded through 
tentative initiatives, buffeted by the timing of 
events, the ambition and (relative) political 
skills of the “champions” (Kanter, 1983) and 
other actors involved, and their failures and 
successes. Nor were the vagaries of chance 
unimportant?! (Pettigrew, 1985). Moreover, 
we see changes in systems (planning, capital 
investment, budgeting) interpenetrating the 
emergence and elaboration of the business 
culture. 

It also is possible to appeal to the insights of 
institutional theory (Mever & Rowan, 1977; 
DiMaggio & Powell, 1983; Scott, 1987; Zucker, 
1988). Government, the railway’s key environ- 
mental constituency, was intolerant of (what it 
saw as ) managerial incompetence. The Business 
Management initiative could be interpreted as a 
symbol of the railway becoming more modern 
and business-like: the “bottom line” idea 


2° This characterization, of course, emphasizes change; and there is also a sense in which there is continuity. The railway 
still runs trains, it still provides a transport infrastructure (of sorts), and it is still a very mechanistic bureaucracy. 
Nevertheless, managers in the organization currently emphasize change, and there is a sense in which linkages with the past 
have been ruptured, for the railway, as I will explain, is interpreted quite differently. 

21 In ER, subsequent to the events described, there was an unfortunate accident in which one crowded commuter train 
collided into the back of another. A formal inquiry found that basic supervision of electrical rewiring in a signalling scheme 
had been neglected, attributing blame, in part, to ER’s pursuit of profit. It is interesting to speculate how outcomes might 


have differed had this accident happened two years before. 
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standing for the railway adopting private sector 
practices. Such solutions may have real and 
unintended internal consequences, however. 
One was the Business Managers amassing power 
and influence at the expense of the General 
Managers. Although a theoretically impover- 
ished theory in this context, there is some 
link here with the strategic contingencies’ 
perspective of intraorganizational power 
(Hickson et al., 1971; Hinings et al., 1974). 
Subsequent to the appointment of the Business 
Managers, the railway managed to persuade 
government to make funds available, on a one- 
off basis, for a major electrification project 
(giving rise to the signalling controversy dis- 
cussed earlier). Apparently, approval was 
forthcoming as a result of the “rigorous business 
case” orchestrated by the relevant Business 
Manager. 

The purpose here is not to discuss these 
theories further, however. It is to develop a 
cultural appreciation of accounting. The study 
shows that accounting was implicated differently 
in the two cultures described. At this point, it is 
appropriate to explicate its linkages to under- 
lying knowledge, values and beliefs. 

A cultural system incorporates, among other 
things, knowledge about environments, and 
strategies for extracting subsistence from them. 
This knowledge is quite different in the two 
cultures. In the railway culture it revolved 
around the public service idea, later coupled to 
notions of thrift. Essentially, the knowledge was 
this: if the organization provided the nation 
with a transport infrastructure (without undue 
waste), then sustenance would be forthcoming 
from government. This knowledge is not unique 
to the railway culture. The expectation that 
low-cost, generally available services will be 
rewarded by the state is common to many 
public service organizations in Europe, for 
example the health and education services. 
Given this knowledge, accounting was in- 
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cidental in the railway culture: it was necessary 
to ensure that revenues were accounted for and 
suppliers paid, and perhaps to contain waste, 
but that was the limit of its significance in the 
structures of meaning. The purpose of the 
railway was to run trains; operating the railway 
would be rewarded by government. In this 
knowledge, the train, therefore, was endowed 
with a special significance. 

The business culture, revolving around the 
“bottom line”, incorporates a quite different 
knowledge. Rather obviously, in view of events 
in ER, the bottom line constructs the notion of 
the railway as a profit-seeking enterprise. This is 
not just a matter of “cost efficiency”, however, 
although that is important. More importantly, in 
ER it constructs the idea of looking to product 
markets, rather than to government, for sus- 
tenance. There is nothing somehow uniquely 
“public service” about the railway network in 
this construction. Rail transport is a product (or 
service), to be bought and sold like any other; 
in fact it is a series of products: intercity travel, 
freight, suburban commuting, etc. Revenues from 
these products, rather than government sup- 
port, must cover costs; and, critically, revenues 
are earned in the market place. Survival de- 
pends on extracting resources from these 
markets, perhaps in competition with other 
firms. Hence the new-found concern for com- 
petition with other means of transport (road, 
air, buses ), expressed by railway managers early 
in the account above, a concern which in the 
railway culture would have been probably 
inconsequential.** Given this knowledge, 
accounting activities become hugely significant. 
The search for profit opportunities, and the 
elimination of non-profit-making activities, is a 
quest for survival. It is now the customer, not 
the train, which has special importance. 

No culture is completely coherent, of course. 
Each has ambiguities and contradictions. In ER, 
residues of the past create tensions. One is the 


22 A Business Managet’s comment on market research is also interesting in this respect: “The single most important 
question we ask is: ‘Are you more likely or less likely to travel on the railway as a result of your most recent journey?’” This 
question would have been substantially irrelevant in the railway culture. 
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partial incompatibility of the business culture 
with the restrictions placed on it by state 
ownership. ER is not allowed to borrow in finan- 
cial markets to fund investment, for example, 
and as government funds are tight, this means 
investments necessary for competitive pur- 
poses cannot always be made. It also has 
Statutory obligations to keep certain branch 
lines open, even if they are unprofitable. Here it 
still looks to government for support (although 
a government conceptualized as a customer). 
Nevertheless, the underlying knowledge systems 
are quite different, and constitute different 
realities. 

This shift in knowledge which accounting 
helps to construct, the shift from looking to the 
state for subsistence to looking to markets, is 
fundamental, and it interpenetrates the opera- 
tion and management of ER’s core technology 
with pervasive effects. For a start, it changes the 
appropriate form of organization. In the old 
knowledge, the prime task was the operation of 
trains. The meaningful management structure 
was one which facilitated operations. The physi- 
cal facilities of the railway are geographically 
laid out along the radial routes of the old pre- 
nationalization companies. Thus the appropriate 
management organization was around these 
routes, i.e. the regional management structures. 
The regional General Managers and engineers, 
because of their acknowledged expertise in 
operating trains, were afforded substantial status 
and influence. 

Now, in the new knowledge, this is “mere” 
production, subservient to markets. The prime 
task is serving markets. The meaningful form of 
management organization is one which reflects 
and confronts markets. Since the long distance 
intercity travel market is not confined to one 
main line, for example, or the freight market 
confined to one region, the regional and 
business forms of organization do not map 
perfectly onto one another. Hence the re- 
orientation of management structures and 
systems around the Business Managers, and their 
subsequent elaboration through the Business 
Manager’s subordinates located in the regions. 
Of course, there is still an operational task to be 
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performed: trains, tracks, maintenance and so 
forth. But in this new knowledge it is Business 
Managers, with supposed expertise in markets 
and extracting resources from them, who 
attract status and influence. 

The changing knowledge also redefines the 
appropriate form of action. In the old know- 
ledge, that of the celebration of the train, there 
were norms that made things intrinsically 
necessary. “Of course” professional railway- 
men renewed signalling equipment when they 
electrified the track, for example; it was in- 
conceivable not to do so. The train needs to be 
taken care of and nurtured. The interest in 
thrift, the avoidance of waste, also meant the 
elimination of activities not strictly necessary 
for the operation of trains: training staff to smile 
at customers, for example. In the new know- 
ledge, activities are neither intrinsically neces- 
sary, nor intrinsically wasteful. Rather they are 
judged for their consequences in the market. 
Through the “bottom line”, activities become 
desirable to the extent that they add more 
“value” than they cost. This is not simply cost 
minimization: the avoidance of unnecessary 
gold-plating. The “bottom line engineering 
specification”, mentioned earlier, means design- 
ing for the market, as it were: adding comfort, 
reliability, speed, customer service where its 
returns outweigh its cost. Attractive concourse 
design is not wasteful extravagance, it is 
reinterpreted as a “good” thing which brings in 
custom. 

Action is also judged against a different 
concept of time. In the old knowledge, time 
was practically infinite. The railways were built 
to last for decades, for centuries. The nation 
would always need a transport infrastructure. 
Professional standards were oriented towards 
doing a long-lasting thorough job. Government 
would reward the railway for maintaining the 
viability of the network into the future. In the 
new knowledge, the concept of time is much 
shorter. Survival is a day-to-day affair. Markets are 
ephemeral. Don’t spend money now on activities 
that you can put off until the future. Take 
“maintenance holidays” where you can: deteriora- 
tion of the infrastructure can be remedied later. 
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The point being made here is that accounting 
can play a significant role in constructing speci- 
fic knowledges. Accounting systems embody 
particular assumptions about rationality, organ- 
ization, authority, time and so forth. If these 
permeate into underlying values, knowledges 
and beliefs they can have very real consequences. 
Above we see accounting coming in to the 
organization to construct a new theory of 
subsistence, which in turn implies particular 
modes of organizing, patterns of influence and 
authority, criteria for action and a new concept 
of time. 

The cultural knowledge described here was 
not discovered completely formed. Nor was it 
coupled to the railway’s management structures 
(or to action) in an instant. Rather the meaning 
of the bottom line gradually crystallized around 
the initial accounts, and the coupling had to be 
actively crafted. The business culture unfolded 
in episodes: bursts of exhausting creativity, 
each building on what had previously been 
accomplished, and punctuated by a concluding 
event; followed by a pause for consolidation, 
recovery and imagination before the next. 
Successive episodes moved from the abstract 
realm to the particular; from long-term issues to 
immediate issues. In each, senior management 
struggled to reconceptualize a class of activi- 
ties; then it was uncoupled, or perhaps one 
should say wrenched, from the railway culture 
and recoupled to the business culture. Again 
and again these episodes continued, until 
cumulatively practically all classes of railway 
activity were redefined. Later, in the regions, a 
similar process of episodic uncoupling and 
recoupling was enacted. In the process, link- 
ages to the railway culture were only bit-by-bit 
ruptured. 

The general point arising is that organizations 
have different classes of activity. Cultural change 
is not simply uncoupling and recoupling, or 
even reconceptualization. Each class of activity 
may need to be separately uncoupled and 
recoupled. During the process, different classes 
of . activity may be informed by different 
rationales and knowledge. In ER, this led to a 
strange schizophrenia in the organization (and 
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difficulties in making sense of the data), in 
which some activities were railway-culture 
issues, and some business-culture issues. It also 
led to strange disjunctures between the inter- 
pretive schemes brought to bear in the head 
Office and in the regions. Only towards the end 
of the research did this schizophrenia begin to 
be resolved. 

This process, however, needs to be enveloped 
in an awareness of the conditions for its 
possibility, conditions for the emergence of the 
particular culture described. In some ways, 
perhaps, the business culture in ER may be seen 
to be inevitable. Today, the belief in markets (as 
an. optimal form of organization) seems to be 
firmly entrenched in Anglo-American political 
cultures, and in those of some continental- 
European states. Governmental pressures, in- 
evitably, in this view, led to investment in 
financial calculation and the construction of the 
railway as a business enterprise. Support for this 
“theory of inevitability” might be sought by 
retrospective application of the present political 
determination to privatize ER, or at least some 
of its businesses. 

As Fligstein (1990 ) notes, in a rather different 
critique, such an interpretation relies on under- 
standings of the present to construct apprecia- 
tions of the past: interpreting the past through 
the present, rather than the present through the 
past. ER had a remarkably strong heritage which 
survived previous attacks. In the early 1980s, its 
privatization was not just undiscussed, it was 
inconceivable. Arguably, the business culture in 
ER, the reconstruction of the railway through 
the “bottom line(s)’ as a series of businesses, 
actually created preconditions for the discus- 
sion of privatization, not vice versa. 

For sure, the early 1980s witnessed the 
beginnings of the sea change in attitudes 
towards the public services that swept across 
the political culture later in the decade. Through 
influential right-wing think-tanks the idea of 
subjecting public services to an entrepreneurial 
principle was then emerging, later to be 
manifested in the “rolling back” of the public 
sector through the privatization of many public 
utilities and attempts to introduce marķet 
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mechanisms in others. Associated with this was 
the emerging idea of the “dependence” culture, 
and its repudiation; to be replaced by an 
“enterprise” culture. Individuals, and organiza- 
tions, were expected to take a responsibility for 
their own destiny. 

However, the initiative for business manage- 
ment in ER, conceived in the late 1970s, 
preceded these political developments, and 
appears to have been a substantially autono- 
mous development in a separate arena: as one 
of the initiators in the senior management 
group explained, it was “the product of think- 
ing railwaymen”. Explicating this claim would 
require careful analysis of historical materials 
beyond the scope of this paper. But such 
evidence as is available supports the view that 
the initiative was developed largely indepen- 
dently of political ideas, its private sector 
leanings probably owing more to the advice of a 
few business consultants than to any political 
agenda. Certainly it was not government- 
inspired; indeed government was initially scep- 
tical, only later endorsing the ideas (and 
applying them to its own ends). 

That said, the initiative was congruent with 
the ideas emerging outside, and its subsequent 
elaboration into the business culture un- 
doubtedly owes much to their development. 
Even here, though, due importance must be 
attached to the specific circumstances within 
the organization. Public sector management 
was under challenge, morale was low. Many in 
the senior management group were receptive 
to the new ideas. Business Management was 
seen as a home-grown solution to governmental 
attack. It expressed some kind of empower- 
ment, a potential freedom from the yoke of 
government restriction, and an opportunity 
for managers to show their entrepreneurial 
capabilities. 


CONCLUDING COMMENT 
The purpose of this paper is to articulate a 


cultural analysis of accounting in organizations. 
The appreciation of organizations as cultures 
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provides a rich insight into organizational life, 
drawing out the expressive qualities of action 
and artifact. Cultural knowledge in organiza- 
tions vests organizational activities with symbolic 
meanings; so also it vests accounting with 
symbolic meaning. A cultural analysis of account- 
ing seeks to uncover these particular meanings, 
and to locate them in underlying local know- 
ledges, values and beliefs. 

The paper has sought to apply this cultural 
perspective in an empirical setting. Through a 
field study of organizational change, it showed 
how accounting can be vested with different 
meanings in local cultures. And it showed how 
accounting can enter into organizational set- 
tings to constitute cultural knowledge in parti- 
cular ways, creating particular rationalities for 
organizational action; and in turn how this can 
lead to new patterns of organization, of authority 
and influence, new concepts of time and 
legitimate action. The study also traced the 
emergent, episodic process through which 
cultural knowledge was constituted in this 
organization, and coupled to organizational 
activities. 

The study certainly fleshes out the constitutive 
potential of accounting proposed by Hopwood 
(1987), Hines (1988) and others. However, the 
specific findings of the field study — the 
reorientation of a strategy for subsistence from 
government to markets, and its subsequent 
elaboration; and the process through which this 
realization was accomplished — are not offered 
as a general proposition on the cultural signifi- 
cance of accounting. Accounting systems are 
implicated in organizational cultures in different, 
possibly unique ways. The cultural knowledge 
constructed in this organization is but one 
possibility; there are many others. In this, as in 
other fields, “the road to the grand abstractions 
of science winds through a thicket of singular 
facts” (Geertz, 1973, p. 145). 

Rather, the purpose of the field study is to 
explicate a mode of theorizing linkages between 
accounting and culture. The mode of theorizing 
is interpretive, getting underneath surface des- 
criptions to understand the significance of 
accounting in local settings; and it is reflective, 


ACCOUNTING AND ORGANIZATIONAL CULTURES 


in the sense that the theorist reflects on that 
significance in the context of the underlying 
ideational system. Applying this mode of analy- 
sis in different settings would contribute hugely 
to our emergent appreciation of the way in 
which accounting is used in organizations, 
usefully supplementing the more quantitative 
approaches to research pursued by contingency 
theorists, for example. It may be particularly 
valuable also in the development of compara- 
tive theories of the use of accounting in 
different social contexts. We know, for example, 
that accounting systems within organizations in 
different countries are often not that dissimilar 
to Anglo-American designs; it seems, however, 
that they may be used quite differently. The 
mode of theorizing advanced here would enable 
us to address this issue in a productive way. 
Finally, while the paper has deliberately re- 
frained from casting judgements on the develop- 
ments described in the organization studied, it 
is probably worth acknowledging that there is 
widespread criticism of “bottom line” orienta- 
tions such as those described here, particularly 
for their construction of time. Far from creating 
an underlying competitiveness in organizations, 
the preoccupation with the “bottom line” is 
seen to discourage technological innovation 
and investments in operational capability (e.g. 
Hayes & Abernathy, 1980; Johnson & Kaplan, 
1987). ER, it seems, has adopted this vocabulary 
just as those organizations that have it are being 
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exhorted to move towards longer-term, more 
strategic appreciations of time. In the railway, 
assets have long lives and the lead-time on 
capital investment is also long. To some extent 
the maintenance of the infrastructure is inevit- 
ably compromised by its new culture. Quite 
possibly with innovations in transport, the 
railway network will be an irrelevance in 50 
years’ time; on the other hand, it may not be. 
The green lobby, in particular, might argue that 
it is sensible to keep options open in a way that 
at present may not be possible. 


Postscript 

The process of change in ER continues. The 
regional management structure is today being 
dissolved. The operational side of the railway is 
currently being reorganized and assimilated 
into the Businesses. The crafted accounts 
representing the railway as a series of businesses 
have now permeated through management 
structures and systems to operations on the 
ground. The railway quite literally has become 
its businesses. There are no longer any regional 
General Managers, no vestiges of the railway 
culture ... or are there? High up on a building 
above one of the main-line termini, out of sight 
except to observant motorists on a nearby fly- 
over, there is a residue of the past: a large 
illuminated logo — the logo of a pre-nationalization 
railway. 
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Abstract 


It has recently been stated that innovations in management accounting have been the preserve of 
practitioners, and that these innovations which began in the nineteenth century had more or less halted by 
1925 Qobnson, H. T. & Kaplan, R. S., Relevance Lost: The Rise and Fall of Management Accounting (Boston, 
MA: Harvard Business School Press, 1987)). The most significant exception to this neat model of accounting 
innovation is held to be the development of discounted cash flow (DCF) procedures as a tool for 
management in the 1950s. This exception is explained away as an aberration in an otherwise smooth process. 
It consists, so it is argued, of academics striving for relevance rather than practitioners innovating in the face 
of practical problems. This paper explores this supposedly aberrant moment of innovation from a different 
perspective to that of Johnson and Kaplan, and for a particular context. The boundaries of the processes of 
innovation are drawn differently and more widely, to include various agencies, arguments and mechanisms 
through which DCF techniques were promoted in the U.K. in the 1960s. The world of the practitioner or the 
academic is not accorded an a priori explanatory privilege, and the promotion of DCF techniques in the U.K. 
is interpreted as involving much more than “academics striving for relevance”. Four concepts are suggested as 
possible ways of posing further questions about the processes of accounting innovation: problematizations, 
programmes, translation, and action at a distance. The paper seeks to show how concerns about investment 
decisions within firms came to be posed in terms of a general problematization of economic growth, and how 
a translatability came to be established between programmes for improving economic growth, and the use of 
DCF techniques for individual investment decisions. Action at a distance is the term that is used to 
characterize the possibility of one entity becoming a centre capable of exerting influence over others through 
such mechanisms, In the context of a political culture which sought economic growth yet wished to avoid 
direct intervention in the decisions of private enterprise and the nationalized industries, these issues are 
argued to have attained a particular significance, DCF techniques made it possible for government to seek to 
act at a distance on the economy without intruding within the private sphere of managerial decisions. 
Considered together, and for the case of DCF in the U.K. in the 1960s, an examination of these processes is 
considered to significantly modify the counterposing of practitioners innovating within firms, versus 
academics striving for relevance. Accounting innovation is argued to occur “beyond the enterprise” as well as 
within it. 
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In a heated debate in the correspondence pages 
of The Accountant in 1938, discounting tech- 
niques were referred to as “dangerous nonsense” 
and as “sheer insanity” (The Accountant, 1938, 
pp. 609-610). By 1965 opinions had changed. . 


An editorial in The Accountant that year stated 
that “No one would deny the utility of the 
DCF technique relatively to other less precise 
methods” (The Accountant, 6 February 1965, 
pp. 145—146). The previous year, in a series of 
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due to participants at seminars on Accounting and Finance at The London School of Economics and Political Science, and at 
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lengthy articles in Accountancy, DCF principles 
and calculations were referred to equally 
favourably as “the most reliable technique yet 
known” for assessing investment decisions 
(Reynolds, 1964, p. 819). A little more than 
twenty years later the tide has turned once 
again. Along with other calculative technolo- 
gies, DCF techniques are being subjected to 
increasing criticism for their short-term 
financial orientation, particularly with respect 
to investment in advanced manufacturing 
technology. 

One way of seeking to explain these changing 
fortunes of DCF techniques is by reference to 
the notion of “practice” (Miller & O'Leary, 
1990). Innovation in management accounting 
can be viewed as principally the preserve of 
practitioners, as arising from attempts to address 
the problems actually faced by managers of 
enterprises producing large numbers of prod- 
ucts in complex production processes (Johnson 
& Kaplan, 1987, p. 175). According to this 
view, the development of discounted cash flow 
procedures for use in firms, the main innovation 
in management accounting practice during the 
past sixty years, is an exception. Developed 
through logic and deductive reasoning, and 
with disregard for the practical problems of 
managers, DCF techniques were part and parcel 
of a battery of analytic tools developed by aca- 
demic scholars in business schools. The parallel 
efforts of engineers in large oil companies 
supported the theoretical ruminations of aca- 
demics on the use of present value procedures 
(Johnson & Kaplan, 1987, p. 164). By implica- 
tion, when innovation follows such a route, the 
real needs of firms are ignored. In order to 
illustrate their arguments, academics emphasize 
“simple decision-making models in highly simpli- 
fied firms” (Johnson & Kaplan, 1987, p. 175). In 
later years the divergence between academics 
and practitioners increases, with researchers in 
universities “busy developing highly sophisti- 
cated models for management accounting in 
simplified, stylized production settings” 
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(Johnson & Kaplan, 1987, p. 177). “Academics 
Striving for relevance” is the generic term 
that Johnson and Kaplan use to depict this 
apparently unfortunate aberration in an other- 
wise smooth process of “practice” based 
innovation. 

A number of difficulties can be identified with 
such explanations of innovation that give 
priority to the roles of “practitioners”, and that 
appeal in realist terms to the demands of 
complex production processes. Firstly, there is 
the general problem of “exceptions”. When the 
exception is acknowledged to be the main 
innovation in management accounting practice 
over a sixty year period, and when that 
innovation in turn attains such significance that 
it becomes the focus of major criticisms of 
management accounting, then one can reason- 
ably expect it to be covered by the general 
explanation of practitioner led innovation. 
Where this is not the case, modifications to the 
general model seem to be in order. Even conven- 
tional models of theoretical adequacy strongly 
suggest that such anomalies should be amenable 
to explanation within a refined theoretical 
framework rather than being bracketed off as 
exceptions (Lakatos, 1970). 

Secondly, and more substantively, there is 
the question of how one is to interpret the 
notion of the practitioner. As Johnson and 
Kaplan mention in passing, DCF techniques 
received support from the work of engineers in 
large oil companies. However, this observation 
is not developed, and not seen to require 
further elaboration of the notion of the practi- 
tioner. The practitioner apparently includes 
such figures as the “industrialist” and the 
“manager”. But it is not clear how broadly this 
term is to be applied for the period since World 
War H, during which there has developed 
within and on the boundaries of firms a new 
breed of management expert that includes 
statisticians, mathematicians and economists. 
Such a development makes it increasingly 
difficult to apply the binary categorization of 


' For the U.K. cf. Bromwich & Bhimani (1989). For the U.S. cf. Johnson & Kaplan (1987). 
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practitioners versus academics. Neither group 
is homogeneous or constant across time, and 
for the period since the Second World War it is 
increasingly difficult to view them as mutually 
exclusive categories. 

Thirdly, there is the question of the roles that 
diverse agents and agencies beyond the bound- 
aries of the enterprise, including those of 
central government, may play in processes 
of innovation in management accounting 
(Armstrong, 1987; Burchell et al., 1980, 1985; 
Hopwood, 1986, 1987a; Hoskin & Kacve, 1986, 
1988; Loft, 1986; Miller, 1986; Puxty et al., 
1987; Thompson, 1986, 1987). Accounting 
technologies have been shown to be inter- 
related with macrolevel economic objectives 
for cases such as the rise of value added in the 
U.K. (Burchell et al, 1985). The rise of 
accounting controls in British enterprises has 
been linked with the ambitions of wartime 
governments to direct production without 
interfering with the internal operation of cap- 
italist firms (Armstrong, 1987, p. 432; Loft, 
1986). For differing periods, and with differing 
effects, accounting technologies have been 
identified as integral to, and enabling of, 
particular strategies of macro-economic govern- 
ment. This is not to suggest that such factors are 


responsible for the literal invention of account- 


ing technologies such as value added and 
discounting, or that one can extrapolate from 
such analyses some general mechanism for the 
development of accounting. This is not the 
issue at stake here. As Johnson and Kaplan note, 
with respect to the issue of discounting, the 
time value of money concept had been used in 
the actuarial literature well over a century 
earlier. Instead, what is at stake is the emer- 
gence of the discounting of future cash flows as 
a management tool for the evaluation of new 
investment proposals (Johnson & Kaplan, 1987, 
p. 163). Specified in these more precise terms, 
and for the U.K. context at least, it is the 
argument of this paper that agencies other than 
“academics” played a significant role in articu- 
lating and promoting the use of discounting 
techniques for investment decisions by man- 
agers. Government bodies and a new form of 
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managerial expertise are among the forces 
identified. If one is to fully explain processes of 
innovation in management accounting, there 
are good grounds for examining the influence 
of such agencies, the relations that are estab- 
lished between them, and the ways in which 
particular roles come to be represented for 
certain accounting techniques. 

Fourthly, there are the broader vocabularies, 
arguments and rationales in relation to which 
accounting technologies can be given meaning 
and accounting innovation promoted. These 
can include overtly political arguments that 
seek to give issues such as investment decisions 
Significance beyond their immediate context 
within firms, helping to link in argument and 
thought apparently discrete issues with much 
wider concerns such as the economic health of 
the nation (Ansari & Euske, 1987; Burchell et 
al, 1980; Hopwood, 1986, 1987a, 1987b; 
Meyer, 1986; Miller & O’Leary, 1989a). Or 
these rationales can be more epistemological, 
endowing certain practices with a rhetorical 
significance that may be more lasting (Arrington 
& Francis, 1989; McCloskey, 1986). For a 
number of instances such factors have been 
demonstrated to exert influences on the pro- 
cesses of'accounting change (Berry et al., 1985; 
Burchell et al., 1985; Hopwood, 1984; Lehman 
& Tinker, 1987; Miller, 1986; Miller & O’Leary, 
1987, 1989b; Miller & Rose, 1990; Nahapiet, 
1988; Neimark & Tinker, 1986; Thompson, 
1987; Whitley, 1986). The distinctive issue 
here for the purposes of this paper is the 
emergence during the 1960s in the U.K. of the 
concept of economic “growth” to a position of 
dominance in economic and political debates. 
The proliferation of forms of argument and 
ways of counting that developed around this 
concept identified investment as a key factor in 
economic growth, and suggested that it was not 
simply the amount of investment but its quality. 
The selection by firms of the appropriate 
investment opportunities came to be viewed as 
decisive. Such an argument helped to give a 
particular significance and meaning to DCF 
techniques, since at that time these were held 
to be the most accurate and objective means 
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of evaluating and differentiating investment 
opportunities. DCF techniques would, or so it 
was hoped, provide a relay between macro- 
economic objectives and the actual invest- 
ment decisions of managers within firms. And 
this would be achieved in a manner appropriate 
to a liberal democracy. Firms were to be 
persuaded to use DCF techniques for invest- 
ment decisions by virtue of their objectivity 
and superiority to conventional techniques, 
Economic growth would thereby be stimulated, 
the performance of individual firms improved, 
and the need for direct intervention by govern- 
ment avoided. 

These difficulties argued to be entailed 
in practioner oriented explanations of account- 
ing innovation are disparate. No single 
theory underlies them, and no formal model 
unites the various components into a function- 
ing whole. However, for the purposes of this 
paper a number of key themes and concepts 
can be identified that appear worthy of further 
development and application. The notion of 
the accounting constellation (Burchell et 
al., 1985) suggests a different way of pos- 
ing questions about accounting innovation. 
Defined as a particular field of relations that 
comes to be formed between certain institu- 
tions, economic and administrative processes, 
bodies of knowledge, systems of norms and 
measurement, and classification techniques, the 
notion of the accounting constellation differs 
from contingency models that separate out two 
domains called accounting and the environ- 
ment (Burchell et al, 1985, p. 400). Rather 
than the influences operating between two 
distinct domains, of interest is the network of 
social relations and interorganizational rela- 
tions through which particular types of financial 
statements and other accounting practices 
emerge. 

The notion of an accounting constellation is a 
general analytic tool or way of posing ques- 
tions. However, the attempt to delineate any 
singular accounting constellation is always 
likely to entail reference to highly specific 
entities, agencies and processes. Composed of 
a multitude of different actors operating in 
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possibly separate arenas, and often seek- 
ing different things out of accounting, an 
accounting constellation can be viewed as an 
unintended outcome produced by the strategic 
actions of a number of different participants. 
But to talk in terms of an outcome is not to 
appeal in realist terms to an entity or system. 
Instead, what is implied is a temporary and non- 
monolithic complex of relations established 
between actors, institutions and forms of 
argument. 

This way of seeking to understand account- 
ing change is related to a number of other 
formulations. The notion of the firm as a 
dispersed social agency (Thompson, 1986) 
questions the image of the firm as a homo- 
geneous entity organized around a set of more 
or less unambiguous objectives. Instead, a way 
of understanding the firm is proposed that sees 
it as a heterogeneous non-unitary social agency, 
the site or point of intersection of quite 
disparate social mechanisms and calculating 
practices including legal conditions, financial 
strategies and distinct processes of labour. The 
notion of an accounting complex (Miller, 1986) 
also appeals to the temporary and often fragile 
stability established between an assemblage of 
diverse activities, professional associations, in- 
stitutions and conceptual schema that are often 
interrelated with broad programmes for the 
government of economic and social relations. 
And the broader notion of government suggests 
an allied way of analysing the interrelations that 
are obtained at a particular moment in time 
between practices, technologies, programmes, 
knowledges and rationales (Miller, 1990, 1991; 
Miller & Rose, 1990). The notion of govern- 
ment directs attention in particular to the 
programmatic statements, claims and prescrip- 
tions that set out the objects and objectives of 
government and that can be called “political 
rationalities”. It directs attention also to what 
can be called “technologies” of government, 
the wide range of calculations, procedures and 
mechanisms that help to operationalize certain 
abstract objectives. 

These related conceptual tools for the analysis 
of accounting innovation help to delineate 
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a distinctive agenda for research. However, 
whilst it may be the case that certain discourses 
help to mobilize accounting change, it is 
inappropriate to assume an invariant relation- 
ship between a particular discourse or rhetoric 
and a programme of intervention conducted in 
the name of it (Hopwood, 1987a, p. 212). We 
need to understand in greater detail how 
new bodies of knowledge and groups of 
experts, novel regulatory attempts by govern- 
ments, changing theoretical conceptions of 
organizational governance, and the invention 
of different accounting rhetoric can provide 
the bases for change. In these various re- 
spects, the processes of accounting innovation 
require further investigation at the level of 
detailed organizational changes as well as at 
the level of broader shifts in discourses and 
rhetoric. 

In addition to the need for further studies of 
accounting in action, there is a need for further 
elaboration of the theoretical tools for such 
analyses. This is particularly so with respect 
to ways of conceptualizing the linkages and 
relays between the different agencies and 
processes to be studied. Whilst it is undoub- 
tedly important to emphasize the multiplicity of 
forces and sites out of which accounting 
innovation emerges, it is equally important to 
understand what it is about the linkages 
established between these different sites that 
enables relays and networks of interdepen- 
dency to be established. We need to understand 
how certain ways of posing general problems 
such as those of investment decisions come 
to attain the status of self-evidence, and re- 
ciprocally, how it is that particular calculative 
technologies come to be seen as the appro- 
priate way to solve these problems. It is with 
this focus on the relays and linkages established 
between different agents and agencies in mind 
that four concepts are suggested below as ways 
of helping to pose further questions about these 
issues.” 
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Firstly, there is the issue of problematiza- 
tions. It is tempting to think of this as 
concerning the real problems or difficulties 
certain organizations face in implementing new 
accounting systems, or equally as referring to 
the difficulties encountered in operating exist- 
ing systems. But much more is at stake than the 
intractability of certain processes or decisions 
to particular ways of accounting for them. It is 
not simply that particular calculative tech- 
nologies are ill-suited to their applications. 
At the microlevel of detailed organizational 
processes this is often likely to be the case. 
The response to such difficulties can be, and 
indeed often is, to suggest improvements or 
modifications to existing ways of accounting. 
However, what is decisive is the moment at 
which such problems come to be identified as 
intrinsic to a particular calculative regime, 
when these difficulties come to be endowed 
with a wider meaning and significance than that 
of their deployment in particular organizations, 
and when an alternative technology can be 
appealed to as resolving these difficulties in a 
manner congruent with their wider perceived 
signifance. 

The case of DCF techniques illustrates well 
the significance of problematizations under- 
stood in these terms. It was not simply that DCF 
calculations provided a better way of making 
investment decisions. International variations 
in the techniques used for investment appraisal 
decisions, and the current reversal in the 
fortunes of discounting techniques in Anglo- 
American contexts, suggest one should at the 
very least be wary of accepting such an inter- 
pretation. Rather, what was decisive for DCF 
techniques was the establishing of relays and 
linkages between certain general problems held 
to be associated with existing ways of making 
investment decisions within firms, other more 
specific features of the U.K. context at the time 
such as issues of taxation and “free depreciation”, 
and much broader macroeconomic debates 


?This section elaborates on the ideas in a number of recent publications (Miller, 1990; Miller & O'Leary, 1989b; Miller & 


Rose, 1990). 
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concerning levels of investment and growth 
rates in the U.K. in the 1960s. The problem- 
atization in question was of investment deci- 
sions at a level of generality that extended 
beyond the boundaries of individual enter- 
prises, but which none-the-less incorporated 
these as a central element. DCF techniques 
were considered to hold out the promise of 
resolving problems deemed to exist at the level 
of individual investment decisions within firms, 
and to allow this to be achieved in a manner 
congruent with the wider problematization of 
investment at the level of the economy as a 
whole. 

The term programmes designates the second 
aspect of the conceptual apparatus proposed 
here. This refers to the more general objec- 
tives that particular issues such as investment 
appraisal decisions can come to be associated 
with. Political and economic argument has an 
inescapably programmatic character (Miller, 
1990; Miller & O’Leary, 1989; Miller & Rose, 
1990). Government reports, the deliberations 
of business leaders, experts of various sorts 
and numerous other proposals advanced by 
disparate agencies set out in idealized forms 
those aspects of economic and political life 
to be addressed. Whilst these programmatic 
statements and proposals are by their very 
nature often heterogeneous, at certain points in 
time a limited coherence can be discerned 
between them. Certain terms and vocabularies, 
such as the notion of economic growth, come 
to provide a consistent reference point for 
varied concerns and agencies. These idealized 
schemas for representing, analysing and seeking 
to rectify the problems associated with particular 
aspects of economic and social life can be 
called programmes. 

Problematizations and programmes are in- 
trinsically related to a third aspect of the 
linkages between the different sites of account- 
ing innovation. This is the issue of translation. 
The term is used here in the literal sense of the 
movement from one person, place or condition 
to another, a sense recently made fruitful usage 
of in the writings of Bruno Latour and others 
(cf. Latour, 1987; Law, 1986). Translation 
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means offering new interpretations of particular 
problems or questions and channelling people’s 
thoughts in specific directions. When such a 
process is more or less successful, it has the 
effect that particular issues (such as the use 
of DCF techniques for investment decisions 
within firms) come to be solidly tied to much 
larger ones (such as improved economic growth 
for the economy as a whole ). Carefully and con- 
sistently proposed in diverse forums including 
academic journals and texts, publications of 
government agencies and professional maga- 
zines, this way of moving from individual invest- 
ment decisions, to macroeconomic growth, to 
technologies such as DCF calculations comes to 
be transformed from a claim into a matter of 
fact. Forms of argument and particular vocabu- 
laries play an important role here, helping a 
translatability to be established between the 
more abstract arguments and the qualities 
attributed to the calculative technologies that 
make them operable. In representing the national 
economy as a domain to be acted upon, in 
specifying its characteristics in terms of growth 
rates, and by linking national economic policy 
objectives to individual investment decisions, 
possible linkages between quite distinct issues 
come to be accepted as self-evident. The 
delicate web so established helps to direct the 
thoughts and actions of quite diverse actors and 
agencies in a similar direction. 

A fourth concept that can be used to 
understand the nature of the relations estab- 
lished between actors, agencies and institutions 
is that of action at a distance (Latour, 1987; 
Law, 1986; Miller & Rose, 1990). This refers to 
the possibility of a particular point becoming a 
centre with the capacity to influence other 
points that are distant, yet without resorting to 
direct intervention. The points in question can 
be government agencies, individual enterprises 
or even individual managers, and the distance 
that separates them can be either geographical 
or administrative. In the context of this paper 
the notion of action at a distance refers to the 
attempts by government and other agencies to 
exert influence over the investment decisions 
of both private enterprises and nationalized 


ACCOUNTING INNOVATION BEYOND THE ENTERPRISE 


industries through the use of a particular 
calculative technology. The term knowledge is 
a shorthand way of designating this possible 
role of calculative technologies such as DCF. 
But the familiarity, the calculability and the 
comparability of different investment oppor- 
tunities which DCF analysis brings before us is 
not fully conveyed by this word. To gain 
knowledge is not simply to lose ignorance, but 
is to engage in a whole “cycle of accumulation” 
(Latour, 1987, p. 222). It is the ability to bring 
things back to a place (a centre), to be familiar 
with things, people, events and processes 
which are distant, that the notion of action at a 
distance highlights. It is the capacity of certain 
calculative technologies to enable a point to 
become a centre, and to act at a distance on 
many other points, that is of interest here. 

Within the context of a political culture 
committed to planning and intervention in 
the economy, DCF techniques appeared to offer 
a mechanism through which the individual 
investment decisions of private companies 
and nationalized industries could be rendered 
mobile, stable and combinable so that they 
could be cumulated, aggregated or shuffled like 
a pack of cards. For individual firms or national- 
ized industries, action at a distance on invest- 
ment decisions was made possible through DCF 
techniques that brought cash flows of the future 
into the present by means of the technique of 
discounting and the notion of the time value of 
money. Within a strategy of government aimed 
at directing enterprises toward the goal of 
economic growth, DCF techniques appeared to 
offer an ideal solution. DCF techniques would 
provide a mechanism through which individual 
managers, transformed by economic expertise, 
would by able to calculate, compare and assess 
investment opportunities. Individual managers 
would retain a space of expert discretion, 
decision and autonomy so crucial to even the 
interventionist political mentality of the 1960s. 
Yet the application of a certain set of calcula- 
tions would tend, in and of itself so it was 
believed, to lead enterprises in the direction of 
economic growth. 

Technologies of calculation can play an 
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important role here. Technologies are ways of 
inscribing economic and social processes into 
the sphere of calculations, and rendering them 
amenable to particular types of actions or 
interventions. Calculative technologies enable 
processes and events to literally be re-presented 
in the place where decisions are to be made 
about them, and to be transferred to other 
locales. Information such as future cash flows in 
this view is not a neutral recording function. 
It is a very particular way of representing the 
real (Hacking, 1983; Hines, 1988), a way of 
inscribing it in such a way as to make the 
process in question (investment decisions) 
suspectible to distinctive modes of evaluation. 
In the context of a political culture which 
sought economic growth, yet wished to avoid 
direct intervention, DCF techniques held out 
the promise of reconciling social and private 
net returns from investment. If managers could 
be persuaded of the superiority of DCF tech- 
niques over conventional techniques such as 
payback, the hope was that investment decisions 
made within firms could be influenced without 
resorting to direct control. The success of such 
a mechanism can be gauged by the extent to 
which agents dispersed in time and space come 
to understand their actions and decisions in 
terms borrowed from the ways of thinking and 
calculating of others. Particular ways of visualiz- 
ing, representing, inscribing or articulating the 
nature of the problem to be addressed can all 
play their part in these processes through 
which the aims and objectives of various agents 
can come to be seen as intrinsically linked to 
those of a centre. 

The paper develops these arguments in a 
number of stages. The first section examines the 
reconceptualization of investment decisions 
that DCF techniques were considered to rep- 
resent, and the terms in which this recon- 
ceptualization was articulated in academic 
circles and in forums close to the accounting 
profession in the U.K. in the 1960s. Even in 
such arenas, one can identify particular ways of 
problematizing individual investment decisions 
which helped to establish relays and linkages 


between such debates and broader concerns 
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with economic growth. Particular issues such as 
taxation and free depreciation were significant 
in helping to establish a translatability between 
individual investment decisions and such macro- 
economic policy objectives. The second sec- 
tion of the paper documents the political 
“programme” of growth as it came to be 
articulated in the U.K. from the late 1950s 
onwards, and how the arguments about Britain’s 
relatively poor growth rate were made possible 
by the international statistical apparatuses con- 
structed by bodies such as the Organisation for 
European Economic Cooperation (OEEC here- 
after). Of importance here are held to be not 
only ways of conceptualizing growth as a 
problem to be addressed, but ways of calculat- 
ing and inscribing growth. The third section 
examines the promotion of DCF techniques by 
government agencies such as NEDO for private 
enterprises in the 1960s, and how these 
attempts to promote wider usage of DCF 
techniques for investment appraisal helped to 
strengthen further the perceived links between 
DCF techniques and the general objective of 
improved economic growth. In the fourth 
section the role of DCF techniques vis-a-vis 
the nationalized industries is examined. The 
requirement that DCF techniques be used by 
the nationalized industries, and the stipulation 
of a test discount rate, is argued to have made 
possible a particular form of action at a 
distance. In conclusion, the paper calls for 
an understanding of processes of accounting 
innovation that looks beyond the enterprise, 
and that pays particular attention to the inter- 
relations between the various agencies and 


actors involved. Much of the significance of the | 


concepts illustrated in this paper — problem- 
atizations, programmes, translation and action 
at a distance — is held to reside in the focus 
they provide on these relays and linkages 
involved in accounting innovation. 
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ECONOMIC EXPERTISE AND THE 
RECONCEPTUALIZATION OF INVESTMENT 
DECISIONS 


Discounting techniques were in existence 
long before they came to be represented as a 
management tool for the evaluation and com- 
parison of investment proposals. Principles of 
compound interest were firmly established in 
actuarial practice as early as the sixteenth 
century (Hacking, 1984; Parker, 1968; Ten 
Have, 1956), and by the late seventeenth 
century relatively standard annuity tables were 
in existence (Hacking, 1984, p. 112; Porter, 
1986). More recently, developments in engineer- 
ing and political economy in the late nineteenth 
and early twentieth centuries articulated dis- 
tinctively modern ways of representing and 
calculating based on discounting and the use of 
net present value (Parker, 1968; Blaug, 1985). 

In contrast to the acceptance of principles of 
discounting in so many diverse fields prior to 
the twentieth century, in accounting circles in 
the U.K. there was considerable hostility to 
such a calculus even as late as the 1930s. A long 
series of articles in The Accountant in 1938 
written by Ronald Edwards (1938), a “Lecturer 
in Business Administration with special ref- 
erence to Accounting” at the London School of 
Economics, generated a heated correspondence. 
In the first of these articles Edwards had insisted 
that when considering alternative investments: 


in order to make comparisons the influence of time 
must be eliminated and this is effected by discounting 
all receipts to their worth at a given date, say the date of 
the investment. ... This process of discounting must be 
employed in examining the effect of changes in the 
amount of the investment (Edwards, 1938, p. 14). 


This brought forth a sharp riposte from 
Stanley Rowland, a colleague of Edwards at the 
London School of Economics. It began with 


3 More commonly known today as the Organisation for Economic Cooperation and Development (OECD). This change of 


name occurred in December 1960. 
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Rowland firing a warning shot giving notice of 
his “most fundamental disagreement”, and 
expressing his apparent alarm at the prospect 
that “certain of his [Edwards] colleagues at the 
London School of Economics are associated 
with the views expressed” (The Accountant, 24 
September 1938, p. 426). In an extended 
rejoinder to the articles, Rowland went on 
to outline his disagreement in the strongest 
possible terms. 

But it is not just the severity of tone of 
Rowland’s reply that is of interest. The terms in 
which it was cast are equally important and 
interesting. Voicing the possibility that “Mr 
Edwards has ‘gone berserk’” (The Accountant, 
15 October 1938, p. 519), Rowland drew the 
battle lines in terms of an onslaught by 
economists upon accountants. Referring to the 
“unanimity which is so characteristic of econ- 
omists”, he suggested that Edwards was “enjoying 
for its own sake the sport of bludgeoning the 
heads of accountants with intent that they shall 
be both bloody and bowed” (The Accountant, 
15 October 1938, p. 519). In a statement 
almost moving for its evocative appeal to the 
ledger as a domain of objectivity and security 
in contrast to what he saw as the speculative 
and showy world of the economist, Rowland 
proposed outright rejection of Edwards’ pro- 
posals in the following terms: 


Let us leave these nightmare thoughts and get back to a 
world in which cool sanity reigns. Let the accountant sit 
before his ledger and regard it with confidence as the 
bed rock on which his whole scheme rests. Let him 
record the present as it flows into the past and let him 
leave to others the risky business of tearing aside the 
veil which conceals the future (The Accountant, 15 
October 1938, p. 522). 


Edwards replied by pointing out that the 
increased net worth concept was “neither new 
nor strange” in economic theory or actuarial 
science (Edwards, 1939, p. 575), and by 
appealing to his ten years of professional 
accountancy experience. Still deeply dissatisfied, 
Rowland continued his attack, using phrases 
such as “sheer insanity” (The Accountant, 
1938, p. 609) and “dangerous nonsense” to 
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describe Edwards’ increased net worth theory 
of income “in which assumptions are disguised 
as truths” (The Accountant, 1938, p. 610). A 
contribution by Baxter, Professor of Accounting, 
sought to introduce a calmer assessment of the 
issues. Referring to the series of articles as a 
whole, and notwithstanding reservations and 
disagreements, he commented: 


... I have no hesitation in saying that his articles are 
probabiy more important than any others that you have 
published in recent years, and may indeed be a 
milestone in accounting literature (The Accountant, 3 
December 1938, p. 761). 


It was not to be until after the war that the 
accuracy of this prophetic statement was to 
emerge. This notwithstanding the publication 
in 1938 of a series of seminal articles by Ronald 
Coase entitled “Business Organization and the 
Accountant” in The Accountant (Coase, 1938). 
These articles also articulated the importance 
of the time value of money and principles of 
discounting when seeking to express costs and 
receipts in money terms. However, more than 
two decades were to elapse before the two 
distinctive bodies of expertise of economics 
and accounting came to confront each other 
over this issue again. This time it was the figure 
of the manager that provided the focus and 
reference point of the debates, and that pro- 
vided a route via which accountancy was to be 
transformed. 

Meanwhile, in the United States the princi- 
ples of discounting were being urged insistently 
upon managers in the early 1950s. Building 
upon debates among engineers of the 1930s 
and 1940s, and the concerns of bodies such as 
the Machinery and Allied Products Institute 
(Grant, 1938, 1943; Terborgh, 1949), Dean 
(1951, 1954) was probably the most influential 
figure for the introduction of discounting 
techniques for managers. Whilst his 1951 book 
Capital Budgeting was somewhat equivocal 
on the importance of discounting, his highly 
influential 1954 Harvard Business Review 
article clearly and firmly insisted upon its 
importance. 


Discounting principles offered a theoretical 
@ 
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framework within which to understand invest- 
ment decisions, one that was novel for managers. 
Such decisions were to be reconceptualized 
in three important respects. Firstly, a new 
economic—financial mentality was to replace 
the existing accounting mentality, represented 
most typically by the payback method. This was 
not just a matter of a proposed substitution of 
one technique for another, but a fundamental 
change in the way of thinking about investment. 
Secondly, the time value of money was to be 
incorporated in investment decisions. Econo- 
mic knowledge was to provide a new way of 
thinking and calculating for managers. Thirdly, 
and more generally, a new form of expertise 
was to supplant intuition and rule of thumb 
criteria of unskilled managers in the making of 
investment decisions. Personal judgement was 
to be replaced by expertise which would allow 
the ranking of investment opportunities, their 
comparison with alternatives, and a considera- 
tion of their net economic worth to the 
company. Often combined in the celebrations 
of this new method for thinking about and 
calculating investment decisions, these three 
dimensions of DCF techniques held out the 
promise that in their most crucial decisions 
firms could henceforth be guided by a new 
economic—financial calculus. 

The “productivity of capital” was to be the 
decisive test, a declaredly technical and com- 
plex one, which would provide top manage- 
ment with the objective means of measuring 
the economic worth of individual investment 
proposals (Dean, 1954). Against the widespead 
failure of management to measure the invest- 
ment worth of individual proposals directly, 
economic theory, financial mathematics, econo- 
mic forecasting, and projection and control 
techniques would henceforth be needed. Of 
course one could not expect existing managers 
to possess this wide range of skills. These would 
be provided by a team of experts and specialists 
since management lacked the skilled analysis 
and scientific control required for such intri- 
cate matters as capital decisions. As Joel Dean 
expressed it: 
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Examination of the capital-expenditure policies and 
procedures of some 50 well-managed companies shows 
that top management is forced to a distressing degree to 
rely on intuition and authority. Management lacks the 
skilled analysis and the scientific cdéntrol needed for 
sound judgment on these intricate, vital capital deci- 
sions. ... Systematic exploration to assure that invest- 
ment opportunities are ferreted out and objectively 
analyzed is a prerequisite for the measurement of 
investment worth. ... The discounted-cash-flow method 
of computing rate of return is demonstrably superior to 
existing alternatives in accuracy, realism, relevance, and 
sensitivity (Dean, 1954, p. 129). 


The new economic—financial rationale sought 
to transform the manager into a calculating 
expert. A new knowledge base derived from 
economic expertise would henceforth encom- 
pass all investment decisions of the firm. Not 
only investment in plant and machinery, but 
welfare and prestige investments such as 
gymnasiums, country clubs and palatial offices 
would be analysed by reference to the “direc- 
tional beam of capital productivity” (Dean, 
1954, p. 121). Departures from this beam were 
not necessarily wrong, but top management 
should be made aware of the costs of welfare or 
prestige projects. Such projects could be con- 
ceptualized as a cost, understood in terms of 
the amount of earnings foregone, just as easily 
as could other capital expenditures. The produc- 
tivity of capital provided a principle which 
would allow realistic comparison of one invest- 
ment proposal with another, summarizing in a 
single figure all the information relevant to the 
decision (Dean, 1954, p. 123). 

Systematic exploration and the objective 
analysis of investment opportunities alone 
should guide key investment decisions of the 
firm. These should take place “in an enlightened 
intellectual environment throughout the com- 
pany” (Dean, 1954, p. 130) in which all 
concerned would understand the economics 
of capital expenditures. The inaccuracy and 
primitive nature of methods such as payback 
widely in use in the 1950s would be shown to 
be inferior to the present value method, 
especially where there were alternative in- 
vestments available (Bierman & Smidt, 1960, 
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p. vi). Knowledge would transform the figure of 
the manager into a calculating self (Miller, 1991 ). 

Dean’s Harvard Business Review article has 
been widely cited, and may have been the most 
influential single piece seeking to persuade 
managers of the advantages of discounting 
principles for evaluating investment proposals. 
But his arguments were not advanced in a 
vacuum. In the 1950s economic knowledge as 
represented by the writings of a number of 
influential figures (Christenson, 1955; Gordon 
& Shapiro, 1956; Hirshleifer, 1958; Lorie & 
Savage, 1955; Lutz & Lutz, 1951; Modigliani & 
Miller, 1958; Solomon, 1959) gained increasing 
prestige and legitimacy within the academy and 
the business schools. However, in the U.K. 
moves to reconceptualize investment decisions 
for managers through discounting principles 
did not develop to any significant extent until 
the 1960s. Towards the end of 1959 an article 
in Accountancy emphasized the importance of 
the time value of money in comparing returns 
on prospective investments (Sisson & Goodman, 
1959). Two years later a series of leading 
articles in the same journal argued strongly and 
at considerable length that present value cal- 
culations were superior to return on invest- 
ment and the payback method for the control of 
capital expenditure (Reynolds, 1961). Much 
debate was to follow, a debate which erupted 
also in the pages of The Economist (1964) and 
The Accountant. The author of the 1961 
articles in Accountancy was asked to respond 
to a series of criticisms of present value 
methods published in the American N.A.A. 
Bulletin (Accountancy, 1962). In 1964 the 
same author provided an extended tutorial on 
the principles and calculations of DCF analysis, 
interestingly entitled “Business Mathematics”, 
and published in the “Professional Studies” 
section of the journal (Reynolds, 1964). The 
opening sentence of this series of articles on 
discounting principles began with the following 
large claim: 


Discounted Cash Flow (DCF) is an imposing — and 
offputting — title for the most reliable technique yet 
known for assessing the financial profitability of business 
projects before they begin (Reynolds, 1964), 
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The following year an editorial advised that 
many accountants would probably learn some- 
thing from a current television series entitled 
Fothergale Co. Ltd. — a programme which 
showed modern accounting and statistical tech- 
niques, such as DCF and network analysis, in 
action (Accountancy, 1965, p. 94). Whereas 
companies such as ICI might be among world 
leaders when it comes to statistical techniques, 
the editorial continued: 


there are still far too many small and medium-sized 
businesses which invest subjectively and in that respect 
are no better than the most woolly-minded politician 
pouring the taxpayer’s money down his favourite sink 
(Editorial, Accountancy, 1965, p. 94). 


These alleged deficiencies of managers pro- 
vided a reference point for a relatively con- 
sistent problematizing of investment decisions. 
A rapidly burgeoning literature set out the 
supposed advantages of discounting procedures 
for a wide range of business decisions. Not just 
investment in new projects, but replacement 
called for the use of discounting techniques. 
The “Optimal Replacement Method” focused 
attention on the “three basic questions of 
duration, timing and return involved in replace- 
ment decisions” (Merrett & Sykes, 1965, p. 
738). The discounted cash flow method was the 
“only method which is capable of taking all 
these factors into account ...” (Merrett & Sykes, 
1965, p. 736). Numerous authors extolled the 
advantages and intricacies of this hitherto 
neglected calculus (Alfred, 1964a, b; Alfred & 
Evans, 1965; Beaton, 1965, 1966; Broster, 1967; 
Leach, 1967; Merrett & Sykes, 1963, 1965, 
Neild, 1964; Reynolds, 1961, 1964; Robson, 
1963; Samuels & Wilkes, 1967; Steward, 1965a, 
b; Wynniatt-Husey, 1964). 

By 1967 the climate in the U.K. had changed 
significantly from that of the late 1930s. Interest 
in DCF techniques had reached such a point 
that a talk by Alfred of Courtaulds on DCF 
evaluations, organized by the London and 
District Society of Chartered Accountants, had a 
capacity turnout and members had to be 
refused tickets. Those who attended were not 
disappointed, for Alfred ° 
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held his audience so rapt that the rustle of turning 
papers, as he occasionally referred them to a section in 
the notes provided, seemed near thunderous and 
everyone forgot the beer and sandwiches waiting 
outside (Accountancy, 1967, p. 156). 


This ‘was the first of two meetings on DCF 
arranged by the London and District Society. 
Tickets for the second meeting were also sold 
out (Accountancy, 1967, p. 157). 

But it is not just that managers became the 
focus of a range of disparate attempts by various 
agents and agencies to transform and reconcep- 
tualize individual investment decisions through 
the adoption of discounting procedures. Of 
particular interest are the issues in relation to 
which such a transformation was argued for, the 
terms and vocabularies that were deployed in 
attempts to enrol managers in this new mode of 
expert calculation. For investment decisions 
were not depicted only as isolated events 
whose intrinsic qualities were to be enhanced. 
Investment decisions were represented as solidly 
tied to other issues and concerns. It is this that 
was referred to above as problematizations and 
translation, the linking of particular issues to 
much larger and more general issues. In the 
context of the U.K. in the 1960s the problem- 
atization of capital investment decisions was 
achieved by linking such issues with the 
broader question of economic growth. Taxa- 
tion and the issue of free depreciation provided 
one way in which such linkages were illustrated 
and given significance. 

In the U.K. DCF techniques were argued for 
in terms of their superiority compared to rules 
of thumb, and because they provided arith- 
metically accurate measures (Alfred, 1964a; 
Merrett & Sykes, 1963; Reynolds, 1961). Fore- 
casting might be difficult, but this was no reason 
to adopt a defeatist attitude (Reynolds, 1961, 
p. 544). But it was also repeatedly claimed that 
the deployment of DCF techniques for indi- 
vidual investment decisions had implications 
beyond the individual firm. These concerned 
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the macroeconomic objective of growth. Invest- 
ment decisions made according to the allegedly 
far superior DCF methods represented an 
essential contribution not just:to the profit- 
ability of individual firms, but to the economic 
growth of the nation. 

The concern that growth had been restricted 
due to faulty investment decisions did not just 
feature in the statements of government bodies 
(cf. for example NEDO, 1965). The translatability 
that was established between individual invest- 
ment decisions and macroeconomic growth 
was not only represented as a matter of 
economic policy by government agencies. It 
was also established by experts of differing 
hues working in major firms renowned for 
their advanced management methods such as 
Courtaulds and ICI (Alfred, 1964a; Steward, 
1965a, b). 

The Chief Economist at Courtaulds, Alfred, 
expressed the view that the DCF method was to 
be preferred not because of its theoretical 
superiority, but because of its enhancing effects 
on the growth rate of individual companies and 
the economy overall. 


... my interest in this method — the discounted cash 
flow method (elsewhere called the “profitability” or 
“true profitability index” method) is not because it has 
theoretical superiority; it is because it leads to a marked 
change in the emphasis of investment policy which I 
believe can significantly affect the rate of growth of 
individual companies and of the economy as a whole 
(Alfred, 1964a, p. 3).* ‘ 


Implanting this new mode of economic, 
calculation within the firm would, or so it was 
hoped, produce significant effects on invest- 
ment policy, which would in turn help to bring 
about the growth so much desired. Alfred 
argued that usage of the DCF method would 
bring about major changes of emphasis in 
investment policy. Intensive types of invest- 
ment, such as those in labour saving or process 
improvement, appear in a more favourable light 


4 This was a lecture delivered before the Woolwich Polytechnic on 8 May 1964 as part of a Symposium on Economic 


Planning. 
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than investment in a new product. Lack of 
awareness of the “true economics of intensive 
investment”, he argued, has been “largely 
responsible for the slow rate of modernisation 
of British industry” (Alfred, 1964a, p. 18). 
This concern with the link between national 
economic growth and investment decisions at 
the level of firms was also suggested by other 
experts working for major firms. In the pages of 
Accountancy the head of the Mathematics and 
Computer Department of Management Services 
of ICI addressed the issue of the poor per- 
formance of British industry relative to that of 
its international competitors. Correct invest- 
ment decisions were the key to regaining the 
competitiveness of British industry, it was 
argued (Steward, 1965a, pp. 962—963 ). Efficiency 
in its industrial processes is one of the corner- 
stones of a developed industrial economy. To 
compete in the world market British industry 
needed to spend large sums of money in 
modernizing existing plants and in introducing 
new plants on a large scale (Steward, 1965a). 
But this was not a simple matter of investing 
more. The choice of projects was crucial, as was 
the use of particular methods in calculating the 
profitability of projects. Strongly advising the 
reader to consult a recent publication by 
the National Economic Development Council 
entitled Investment Appraisal, which recom- 
mended the use of the DCF method for such 
decisions, this method was singled out as “an 
invaluable tool with which to improve the 
assessment of projects ...” (Steward, 1965a, 
p. 973). Probably the greatest merit of such 
calculations was that they not only measured 
the profitability in absolute terms, but measured 
absolute profits in relation to time, both of the 
capital expenditure and the future earnings. An 
interesting conjecture, the author remarked, 
was that the use of this method in American 
industry for many years might have contributed 
to the generally higher average return earned 
on capital investment in American industry 
compared with British. Irrespective of the value 
of such a conjecture, and whether or not one 
could test it, according to Steward the important 
point was the use of the best available methods 
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for assessing investment decisions. This was not 
only in the interests of the British economy as a 
whole, it was in the interests of shareholders, 
employees and customers (Steward, 1965a, 
p. 965). Such methods were not to be regarded 
as difficult, but were a “relatively simple 
matter” (Steward, 1965a, p. 974). 

Others extended the focus on economic 
growth, and the links between this and indi- 
vidual investment decisions within firms. A 
leading article in Accountancy, written by a 
member of Council of the Institute of Chartered 
Accountants in England and Wales, and nomi- 
nated jointly by the ICAEW and the Institute of 


- Cost and Works Accountants, addressed the 


question of capital growth head on (Robson, 
1963). Drawing on and citing the arguments 
advanced in the publication by the National 
Economic Development Council, Conditions 
Favourable to Faster Economic Growth (NEDO, 
1963), Robson reflected on the possible reasons 
for the apparent lower productivity of the 
average industrial worker in the U.K. when 
compared with West Germany, France, Belgium, 
the Netherlands and the U.S.S.R. (Robson, 1963, 
p. 1071). As far as growth rates were con- 
cerned, Britain was shown to be in the slowest 
growing group, along with Germany and France. 
Robson concluded that the growth of the 
national product of a country over a long 
period is directly linked with the rate of its 
capital investment (Robson, 1963, p. 1072). 
The link between investment decisions at the 
level of the firm, the methods used to evaluate 
individual projects, and a macrolevel con- 
cern with national economic growth was 
explicitly and strongly voiced also by aca- 
demics. Merrett & Sykes, two of the key 
proponents of DCF methods in the U.K., were 
influential in this regard. Criticism and concern 
over the “inadequate rate of growth” of the 
British economy has reached significant pro- 
portions, they remarked (Merrett & Sykes, 
1963, p. xii). But whilst this low rate of growth 
“is commonly thought to be due primarily to an 
inadequate amount of investment, the evidence 
suggests ... that it is rather the quality of the 
investment which is at fault” (Merrett & Sykes, 
Lad 
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1963, emphasis added). The “traditionalist 
view” was held responsible for the lack of 
growth. It often amounted to irresponsibility in 
failing to give sufficient and detailed attention 
to major decisions. Frequently falling between 
accounting and economics, capital budgeting 
decisions had not been carried out in a rational 
and scientific manner. The capricious results 
often produced by conventional accounting 
methods such as payback were inadequate 
substitutes for discounting methods (Merrett & 
Sykes, 1963, p. 234). 

Improving capital budgeting techniques was 
not simply a matter of appointing one or two 
specialists in this area. An entire department 
was Called for which would gather together the 
range of expertise which would enable impar- 
tiality and realism in the evaluation of invest- 
ment opportunities to be enforced with the 
vigour of a court (Merrett & Sykes, 1963, p. 373). 
Conventional accounting skills, by themselves 
insufficient for adequate investment appraisal, 
should remain as one component. To these 
would be added the skills of the business 
economist who would contribute an under- 
standing of the incremental effects of any 
decision, of opportunity costs, discounting 
techniques and the firm’s cost of capital. The 
financial expert would keep in close touch 
with the firm’s finance department or financial 
advisor. The tax specialist and the mathe- 
matician would contribute also, the role of the 
latter being to provide computational skills and 
to maintain links with, or even to be a part of 
the operational research unit (Merrett & Sykes, 
1963, pp. 372—376). Together, these different 
specialists would constitute an entire apparatus 
of expertise which would install the new 
economic rationale within the firm. Only with 
such resources could top management be 
induced to devote the attention required to 
reconceptualize investment decisions (Merrett 
& Sykes, 1963, p. 390). In short, management 
was to become a matter of calculative expertise. 

The problematization of investment decisions 
thus emerged from different agents and agencies. 
Out of these different sites, a consistency came 
to be established in the form of arguments, 
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rationales and vocabularies deployed. A new 
way of thinking about and calculating invest- 
ment decisions was urged upon managers 
whose existing practices were held to be 
wanting in relation to the test of knowledge and 
expertise. But larger issues than those of 
individual firms were at stake also. Individual 
investment decisions were linked to the much 
wider issue of the economic growth of the 
nation as a whole. Translation is the term that 
can be given to these varied ways in which 
disparate actors sought to transform a claim 
into a matter of fact: the use of DCF procedures 
for the investment decisions of individual 
managers was to become solidly tied to. the 
objective of macroeconomic growth. 

However, managers still had to be convinced. 
There was no reason to assume that there 
would be automatic support from existing 
managers for a new and apparently complex 
method. The new business schools in London 
and Manchester were only established in 1965, 
so it would be some time before expert 
knowledge could transform the enterprise via 
this route (Locke, 1989). Although the pro- 
fessionalization of management was given a 
boost by such-events as the founding of the 
British Institute of Management in 1947, and 
the establishing of the Foundation for Manage- 
ment Education in 1963 (Hannah, 1983; Locke, 
1984, 1989; Whitley et al, 1981), such a 
project was still only weakly developed at this 
time. In the more immediate future a way had 
to be found to link together individual invest- 
ment decisions and macroeconomic growth in 
such a manner as to demonstrate to management 
not only the theoretical superiority of dis- 
counting procedures, but that their interests 
were congruent with those of experts and 
government. 

A way of firmly linking together individual 
investment decisions, the use of discounting 
procedures, and macroeconomic growth as an 
objective of economic policy was found in the 
complex effects of taxation and other govern- 
ment sponsored incentives to investment. Such 
incentives were introduced before the 1960s, 
but gained a particular significance following 
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the 1963 Finance Act. In 1954 the UK. 
government introduced a general incentive to 
investment (Alfred, 1964b; Bird, 1965; Corner 
& Williams, 1965). This consisted of an allow- 
ance (of 10% for buildings and 20% for plant) 
to be set against tax, over and above the other 
depreciation allowances so that for the case of 
plant 120% of the cost of the asset would, over 
the life of the asset, be deducted before 
calculating tax liabilities. Moreover, this new 
“investment allowance” was allowable in the 
first tax assessment after purchase, so that 
companies with a history of taxable profits had 
a virtually immediate cash subsidy. 

Although dropped in 1956, these investment 
allowances were reintroduced in 1959 and raised 
to higher levels in November 1962. At that time 
the allowances became 15% for buildings and 
30% for plant. In April 1963 these incentives 
along with others that applied to specified areas 
(called Development Districts in 1960) were 
significantly improved by the introduction of 
specified percentage cash grants towards the 
cost of both buildings and plant for investments 
in specified areas, and by giving firms the option 
of writing off plant very quickly for tax 
purposes. The term “free depreciation” was 
used to refer to this latter provision that gave 
the company the freedom to write off for tax 
purposes the cost to it of new fixed plant and 
machinery (except for vehicles and office 
machinery) at any rate it chose. Thus for a 
company that had sufficient profits from other 
activities against which the free depreciation 
could be set, the whole expenditure could be 
depreciated for tax purposes in the first year. 

The combined effect of cash grants available 
for investments in designated areas, and addi- 
tional allowances for depreciation against tax, 
was to establish solid links between calcula- 
tions of the returns from investments with 
calculations of tax liabilities. When the two 
were combined, as was the case following 
the 1963 Finance Act, a complex calculating 
machine developed around the linked issues of 
investment and tax (cf. Alfred, 1964b, for 
further details and illustrations). Whereas much 
comment was initially devoted to investment 
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grants, one commentator sought to convince 
management that the free depreciation pro- 
vision was perhaps twice -as important as the 
grants (Alfred, 1964b, p. 178). 

But this complex calculating machine required 
a particular component for it to operate 
accurately. Ways of calculating the maximum 
returns from new investments needed to take 
account of the timing of the cash outlays, the 
grants and the tax recoveries. To do this DCF 
techniques were held to be necessary. This 
would allow firms to calculate and compare the 
relative benefits arising from cash grants, tax 
savings and depreciation. As one commentator 
remarked: 


It is perhaps important to note that even if the 
discounted cash flow return is maintained constant in 
the case of a Development District, a higher proportion 
of the present value arising from the subsequent cash 
flow comes from tax savings, rather than from deprecia- 
tion and profit. As the tax savings are certain (assuming 
other activities of the Company result in profits large 
enough to sustain the tax allowances from the new 
project), the risk element is lower for an investment in a 
Development District compared with a similar invest- 
ment in an ordinary area both yielding the same 
expected discounted cash flow rate of return (Alfred, 
1964b, p. 177). 


Although government might have been slow 
to sell fully to industry the powerful financial 
incentives they were offering, other agents and 
agencies stepped in. Editorials in Accountancy 
sought to establish linkages between the use of 
DCF techniques that took account of the timing 
of payments and receipts, and the effect of tax 
on investment decisions. It was argued that 
clearer and more harmonious links were needed 
between private investment decisions and what 
amounted to selective investment by govern- 
ment on a national scale (Accountancy, February 
1965). And tax relief was identified as one of 
the possible means by which this could be 
achieved. Tax relief available for expenditure 
on plant can, it was stated, “have a dramatic 
influence on profitability” (Accountancy, March 
1965, p. 195). However, both the shortage of 
management and its quality were held to be 
significant difficulties. The continuing use by 
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often reputable management of “indefensibly 
inaccurate appraisal techniques” was bemoaned 
(Accountancy, March 1965, p. 195), although it 
was pointed out that this was 


hardly less surprising than the comparable discovery by 
the Richardson Committee on Turnover Tax that almost 
all the businessmen consulted stated that their invest- 
ment programmes did not, and would not, take account 
of taxation incentives (Accountancy, March 1965, 
p. 195). 


The Richardson Committee on Turnover 
Taxation had addressed the links between the 
structure of taxation and economic growth. 
Amongst other things, this Committee reported 
the findings of a survey that, when evaluating 
investment projects, the majority of firms 
looked principally at the return before payment 
of tax (Cmnd. 2300, 1964, p. 77). These 


findings were confirmed in the results of a 


survey carried out largely amongst engineering 
firms. This concluded that 82% of firms did 
their calculations concerning investments on a 
pre-tax basis and that behaviour did not vary 
with size (Neild, 1964), Commenting on these 
results, it was suggested that 


This strong evidence that firms ignore taxation and tax 
allowances helps to explain why most firms have said, in 
answer to other enquiries, that their investment 
behaviour is not influenced by changes in investment 
and initial allowances (Neild, 1964, p. 36). 


The exceptions to this apparently sorry state 
of affairs were the same leading figures and 
firms who were recommending the use of DCF 
techniques more generally. Thus the head of 
the Mathematics and Computer Department of 
Management Services at ICI, whilst acknow- 
ledging that under certain conditions it may not 
be necessary to calculate after-tax returns for 
every single project, insisted that what was 
essential was an understanding of the general 
effects of taxation when considering and com- 
paring investment proposals: 


In circumstances where the same taxation allowances 
are granted on all capital expenditure it is probably not 
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necessary to proceed to the determination of the after- 
tax position for every project, provided, of course, that 
the impact of taxation is generally understood (Steward, 
1965a, p. 974). 


He went on to add: 


However, this state of affairs does not exist in the United 
Kingdom and has not done for a number of years. 
Furthermore, where there is a clear-cut choice between 
investing in the U.K. and exporting a substantial part of 
the output, or investing in an overseas market, it is 
essential to evaluate the impact of taxation (Steward, 
1965a, p. 974). 


In these different ways a variety of actors and 
agencies problematized the issue of investment 
decisions, and linked it both to the use of 
particular techniques and to the wider issue of 
macroeconomic growth. The issue of taxation 
and free depreciation provided a key mechanism 
through which attempts were made to persuade 
managers of the relevance and significance of 
using a particular technique for making invest- 
ment decisions. Translation is the term that has 
been proposed above for understanding the 
significance of these ways of linking issues such 
as individual investment decisions with much 
larger issues such as macroeconomic policy 
objectives. The reconceptualization of invest- 
ment decisions through the application of DCF 
techniques held out the promise of improving 
decision making, restoring the competitiveness 
of individual firms, and contributing to the 
growth of the nation as a whole. A new cal- 
culative regime would, or so it was suggested, 
help to operationalize such concerns. Forms of 
expertise that would be novel for most firms 
needed to be installed, and the figure of the 
manager transformed by knowledge. In this way 
the economic growth of the nation, a rather 
nebulous concept in itself, could be rendered 
calculable at the microlevel of individual invest- 
ment decisions within the enterprise. The 
future, with all its uncertainties, risks and 
hopes, could be captured within the present 
and expressed in a single figure. 
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“GROWTH” AS A PROGRAMME OF 
GOVERNMENT 


From about the mid-1950s onwards, the 
notion of economic growth became the organ- 
izing theme of economic policy, the academic 
arguments of economists, and political culture 
more generally in the U.K. and elsewhere. 
Supplanting or recasting issues such as the 
balance of payments, full employment, inflation 
and productivity, the notion of economic 
growth became the principle objective of 
economic policy for approximately a decade 
(Arndt, 1978; Blank, 1973; Gamble, 1981; 
Hutchison, 1968; Middlemas, 1983, 1986, 1990; 
Pollard, 1984). In the terms proposed in this 
paper, economic growth became a programme 
of government, a more or less consistent 
reference point for a heterogeneous range of 
agents and agencies. As a programme of govern- 
ment, economic growth provided an idealized 
schema for representing, analysing, measuring 
and seeking to rectify the problems associated 
with the economy. 

The concept of economic growth which 
underlay many of the arguments in favour of 
DCF techniques was not an inevitable or 
invariant focus for academic accountants and 
economists, macroeconomic policy debates, or 
international statistical comparisons. In the 
decade following World War II, and indeed 
since at least 1870, growth was of little concern 
as an objective of economic policy (Hutchison, 
1953). The balance of payments, full employ- 
ment, and inflation were the concerns that 
dominated economic policy debates in the 
early post-war years (Ingham, 1984; Tomlinson, 
1983). Although the earliest published reference 
to the “rate of economic growth” appears to 
have been in 1938, in the context of attempts 
to produce statistical estimates of national 
income (Clark, 1938), more than two decades 
were to elapse before the concept became 
an Organizing theme in ways of represent- 
ing and seeking to intervene in economic 
processes. 

Yet from 1955 onwards the vocabulary and 
calculations of growth came to provide a 
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framework within which to compare the per- 
formance of national economies, to pronounce 
on individual economies, and to raise micro- 
economic questions concerning the extent to 
which the activities of individual firms con- 
tributed to national performance. From 1955 
onwards the vocabulary of growth became a 
means of specifying the objectives of a national 
economy, tabulating the extent to which these 
were achieved, and indicating those com- 
ponents and processes which affected it. Within 
the space opened up by the vocabulary of 
growth a macroeconomic meaning and signifi- 
cance came to be provided for microeconomic 
investment decisions. And within this space 
the technology of DCF analyses appeared to 
provide an ideal mechanism by which macro- 
economic concerns could be addressed at the 
level of the firm, but in such a way as to avoid 
direct intervention within the “private” domain 
of managerial decisions. 

The concern with growth did not emerge 
overnight and as a simple substitute for other 
policy concerns, such as the balance of pay- 
ments. Whereas in 1952 leading economists 
were still content to discuss policies de- 
signed to curb investment, by 1955 the com- 
patibility of growth and the balance of 
payments provided the key theme for an 
Oxford symposium of economists (Pollard, 
1984, p. 42). Opinions were mixed in the years 
immediately following 1955, and the promo- 
tion of growth as an objective of economic 
policy emerged gradually. Yet by 1960 the 
change had occurred, “growth” had been 
established as a political programme, as an 
objective for the nation, and as requiring at the 
very least some form of intervention within the 
affairs of industry (Arndt, 1978). Organizations 
such as Political and Economic Planning and 
the National Institute of Economic and Social 
Research documented the relative decline of 
Britain and identified economic growth as a 
proper object of policy. And the Organisation 
for European Economic Cooperation provided 
the calculative means whereby one could 
document that Britain was indeed suffering 
from a relative economic decline. As one 
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commentator has remarked, by the end of the 
1950s economic growth had been “thrust to 
the top as apparently the supreme, overriding 
objective of policy” (Hutchison, 1968). 

The notion of economic growth was formed 
in relation to a number of quite disparate con- 
cerns. Economic growth came to be regarded 
in the U.K. as a remedy for a number of 
ailments. Economic growth, one might say, 
promised a way of solving the problems associ- 
ated with existing economic policies. A general 
economic malaise was seen to be represented 
by creeping inflation, periodic balance of pay- 
ments crises and “stop-go” policies. Longer- 
term consequences were seen to be that Britain 
would steadily fall further behind the countries 
of the European Economic Community across 
the Channel in productive capacity and living 
standards (Arndt, 1978). Other issues such as 
the desire for a higher standard of living as 
an end in itself, concerns to maintain external 
and internal balance, attempts to defuse the 
class struggle through increased output rather 
than redistribution of income, the perceived 
challenge from the Soviet Union and more 
general international statistical comparisons 
were all conditions of possibility for economic 
growth as an object of economic policy (Arndt, 
1978). 

The precondition for these judgements on 
Britain’s relative economic decline was a vast 
international statistical apparatus which allowed 
comparisons between countries. This apparatus 
was furnished by the avalanche of numbers 
provided by the Organisation for European 
Economic Cooperation in the late 1950s. The 
renaming of this body as the Organisation for 
Economic Cooperation and Development in 
December 1960 was not accidental. Whilst 
partly to do with its role in international aid, 
this change of name “also reflected the stress 
on growth as a domestic economic policy 
objective in the member countries” (Arndt, 
1978, p. 63). 

Indices of the levels of gross national product 
per head for the U.S. and for eight European 
countries demonstrated the poor situation of 
Britain in comparison with the U.S. (Gilbert et 
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al., 1958). The growth of output per head in 
Britain in the decade or so since the Second 
World War showed Britain to have a lower 
rate of growth than most other industrialized 
countries (OEEC, 1959, No. 1). Taking a pre- 
war base year of 1938, and charting growth 
rates through to 1957 for the U.S., West 
Germany, all OEEC countries together and the 
U.K., the U.K. was shown to have by far the 
lowest rate of growth. Whereas the growth rate 
for the U.S. was 129%, that for West Germany 
120% and that for the OEEC countries 59%, the 
growth rate for the U.K. for this period was a 
mere 35%. 

The same picture of a Britain declining rela- 
tive to other industrialized countries emerged 
through statistical comparisons of the growth 
of industrial production. Contrary to develop- 
ments in other European countries (but in line 
with developments in the US.) Britain’s indus- 
trial output for the years 1955-1958 was 
almost stationary (OEEC, 1959, No. 3). When 
one adjusted for different rates of population 
growth by charting comparisons in terms of 
gross national product per head, the U.K. again 
appeared with a significantly lower rate of 
growth than the U.S., West Germany, and the 
average for all the OEEC member countries 
(OEEC, 1959, No. 1). And even during the 
boom years between 1953 and 1955, the 
growth of industrial productivity was only 8%, 
compared with 12% for West Germany and 
17% for France. 

Whatever statistical measure of growth was 
chosen, Britain stood condemned by reference 
to international comparisons. This statistical 
indictment of the growth performance of the 
U.K. was promoted not only by the OEEC but 
by bodies such as Political and Economic 
Planning (P.E.P.). In an influential report in 
1960 P.E.P. provided extensive statistical docu- 
mentation of Britain’s failure in the inter- 
national growth leagues, articulated this failure 
and the diverse statistics which documented it 
in terms of the vocabulary of growth, and 
suggested that a microeconomic concern with 
investment might hold some of the answers 
(P.E.P., 1960). This report was based on one 
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major assumption: “that economic growth is 
desirable” (P.E.P., 1960, p. ix). 

Aside from the influence that this report 
by P.E.P. had in disseminating the statistical 
reports of the OEEC, its interest resides in the 
link it establishes at the level of economic 
policy between relatively low rates of econ- 
omic growth, and investment as an important 
means of addressing the problem. Stimulated 
amongst other factors by the achievements of 
the Socialist countries, particularly the U.S.S.R., 
different rates of growth are associated with 
different proportions of investment. As a per- 
centage of the gross national product, the 
British rate of investment is noted as being 
significantly low compared with that of most 
other countries in Western Europe. Acknow- 
ledging that the relation between investment 
and output is by no means simple, the link is 
none-the-less established between growth and 
investment as a proper object of economic 
policy (P.E.P., 1960, p. 3). Insufficient invest- 
ment, compounded by the relatively low yield 
on investment per head, emerges as one of the 
most important possible explanations of the 
relatively low rate of growth in the U.K. 
(P.E.P., 1960, p. 52). For too long, it was argued, 
economic growth had ceded place to the 
economic policy objectives of maintaining full 
employment, avoiding inflation, and averting 
crises in foreign payments. Such priorities may 
have had their time, “but too little attention has, 
perhaps, been paid to the long-term aim of 
achieving and maintaining a high level of 
investment ...” (P.E.P., 1960, p. 220). Whilst 
the desire for expansion has had some influence 
on economic policies, “it has not been allowed 
to exert the systematic pressure on decisions 
that it would have done if the Government had 
been committed to a national objective for 
economic growth” (P.E.P., p. 220). 

These vast and novel statistical machines 
made it possible for the concern with economic 
growth to shift from the realm of the moral to 
that of the factual (Zucker, 1977). But this did 
not stop the notion of growth from operating as 
a powerful rhetorical device in political argu- 
ment (Arrington & Francis, 1989; McCloskey, 
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1986). Indeed, quite the reverse. Whilst appeals 
to economic growth were made in emotional 
or polemical terms, the need to “do something” 
gained an objectivity that appeared undeniable. 
A flood of self-criticism spiced with denigration 
(Gamble, 1981) characterized British political 
culture in the late 1950s and early 1960s. The 
concern with economic growth as a political 
objective was voiced by a number of influen- 
tial commentators. Publications such as Michael 
Shanks’ The Stagnant Society (1961), Andrew 
Shonfield’s British Economic Policy Since the 
War (1958) and Anthony Crosland’s The Future 
of Socialism (1956) announced in different 
ways and by refence to different alleged causes 
the economic decline of Britain. However, 
the remedy was seen as a common one — 
economic growth. 

The vocabulary of growth provided an organ- 
izing framework within which a wide variety of 
social and economic ills could be addressed. 
The “stagnant society” was an indictment of a 
generalized failure of British society to meet the 
challenge from other Western countries as well 
as from the Communist countries. A new 
dynamic, a new sense of social purpose was 
needed, Shanks argued: 


What sort of an island do we want to be? This is the 
question to which we come back in the end. A lotus 
island of easy, tolerant ways, bathed in the golden glow 
of an imperial sunset, shielded from discontent by a 
threadbare welfare state and an acceptance of genteel 
poverty? Or the tough dynamic race we have been in 
the past, striving always to better ourselves, seeking new 
worlds to conquer in place of those we have lost, ready 
to accept growing pains as the price of growth? (Shanks, 
1961, p. 232, emphasis added.) 


The interest in the description and diagnosis 
provided by Shanks’ book can be gauged by the 
four reprints that the book went through by 
1967 (Shanks, 1961). Shanks proposed not a 
panacea but a two-stage objective which was 
explicitly and unashamedly economic. The first 
was to improve the economy to the point 
where it would be able to achieve the same 
rates of growth as other Western countries. The 
second was to match the even faster growth 
rates of the Communist countries (Shanks, 
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1961, p. 17). This was to be achieved by remov- 
ing the vicious cycle of expansion, demand 
inflation, cost inflation, stagnation and re- 
expansion, which Shanks identified as one of 
the main reasons that Britain’s growth rate was 
slower than that of so many other countries. 
The effect of the cycle was particularly acute 
because “the fluctuation over the cycle is most 
marked in the case of capital investment, on 
which the capacity for future growth depends” 
(Shanks, 1961, p.44). Elimination of the cycle 
itself was the remedy proposed, an objective 
deemed realistic since the check to growth was 
held to be a self-inflicted check. Government 
and unions held the remedy in their hands. But 
to implement this solution was a matter not of 
economic management but of social engineer- 
ing. For the economic mechanisms to work 
effectively, action was needed on the social, 
psychological and political frictions which 
were preventing them from delivering econ- 
omic growth (Shanks, 1961, p. 45). 

The diagnosis and remedies proposed by 
Shanks are of interest because of their articu- 
lation of the vocabulary of economic growth. 
They are of particular interest because of their 
explicit commitment to microeconomic solu- 
tions to macroeconomic problems, and their 
open espousal of government intervention and 
planning as a central part of any policy aimed at 
faster economic growth (Shanks, 1961, p. 184 
ff.). Along with the views expressed at a con- 
ference of the Federation of British Industries 
held at Brighton in November 1960 (FBI, 1960; 
Hall, 1986; Hutchison, 1968; Leruez, 1975, p. 
296), Shanks called for some form of economic 
planning as a way of coordinating the flow of 
industrial investment into new plant and new 
factories. Since investment plans cannot be 
turned on and off like a tap, and since many of 
the bigger projects take years from planning to 
completion, some form of stability was needed 
for expansion to take place. This would be the 
role of planning: to provide the stability within 
which investment decisions can be made, to 
ensure that the rate of investment is adequate 
to sustain a reasonable growth of production, 
that jnvestment plans in different sectors of the 
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economy are coordinated, and that the general 
climate of economic policy is favourable to 
growth (Shanks, 1961, p. 187). Growth would 
not be delivered simply by investing more, but 
by investing wisely (Shanks, 1961, p. 206). 

Although a programme for economic growth 
and government intervention was to become 
the preserve of the Labour party in the 1960s, 
in the late 1950s these themes were not tied to 
one political party (Arndt, 1978; Clark, 1962; 
Leruez, 1975; Wilson, 1965). Alongside the 
diagnoses of Shanks and the FBI, the discussion 
of the ingredients of an appropriate economic 
policy for a Labour Government by Anthony 
Crosland seems unexceptional. The first thing 
to decide, Crosland states, is “how much weight 
to attach to economic efficiency and a rapid 
rate of growth of output” (Crosland, 1956a, 
p. 375). Whilst growth should not be given an 
overriding priority, and a maximum possible 
rate of growth should not be the premier 
objective of socialist policy, “I do not see how 
anyone can avoid the conclusion that a rapid 
rate of growth will be an important objective 
for many years to come...” (Crosland, 1956, p. 
378). And although Crosland equivocated in his 
commitment to an increased level and quality 
of investment as the principal way to achieve 
the goal of increased growth, in the end he 
endorsed much the same views as Shanks and 
the FBI. Higher industrial investment was in 
practice a condition for achieving an increased 
rate of growth since it was susceptible to 
government influence and was reasonably quick 
to take effect (Crosland, 1956, p. 387). The 
Labour Party needed to be weaned off the 
propaganda themes of the 1930s, Crosland 
argued: increased investment, higher produc- 
tivity and economic growth derived from 
capitalism itself, rather than redistribution or 
the correction of the abuses of capitalism were 
the “facts of contemporary life” which the rank 
and file needed to be made aware of (Crosland, 
1956, p. 388). 

The concern here is not with evaluating the 
extent to which these various remedies proposed 
for the ills of the British economy were appro- 
priate. Rather, the concern is to demonstrate 
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the diverse ways in- which, by the mid-1960s, 
economic growth had become the principal 
means of representing and calculating the 
fortunes of the British economy. Between a 
disparate range of actors and agencies a con- 
Sistency emerged in forms of argument and 
rationales that entitles one to talk of growth as a 
broad political programme, a means of specify- 
ing the economic policy objectives of govern- 
ment, assessing the interventions designed to 
achieve these, and an object of theoretical 
knowledge. The 1960s was the decade of 
economic growth for so many spheres of social 
and economic life. From 1955 onwards the 
vocabulary of growth gradually came to be 
established as an organizing theme in political 
argument, social commentary and economic 
policy debates. By 1967 a major international 
conference organized by the Brookings Institu- 
tion could address “Britain’s economic pros- 
pects”, and economists could attempt to explain 
recorded differences in growth rates in terms of 
the stage of economic development of a 
country, and much else besides (Caves, 1968; 
Denison, 1967; Kaldor, 1966; Kuznets, 1966). 
The vocabulary and calculations of growth that 
made such debates possible had important con- 
sequences for ways of thinking about individual 
investment decisions. They helped establish a 
translatability between the macroeconomic 
performance of the British economy, and the 
need for some form of intervention at the 
microlevel of industrial investment. 


PROGRAMMING ECONOMIC GROWTH 
THROUGH MODERN CALCULATIVE 
TECHNOLOGIES 


The notion that there was a link between 
economic growth and investment was not only 
held by experts and theoreticians. It became a 
central plank in the policies and arguments 
of government agencies. One of the most 
prominent of these was the N.E.D.C., who 
argued that “One of the main sources of 
economic growth is investment” (N.E.D.C., 
1965). But a further step in the argument was 
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needed also. DCF techniques, along with other 
modern management methods, were to be 
viewed as essential mechanisms for bringing 
about not just more investment but better 
investment. 

It was in the context ofa macrolevel concern 
with economic growth and investment that 
DCF techniques were actively promoted by 
government organizations in the U.K. DCF 
techniques were viewed as one important 
component of a wide range of measures which 
would restore growth to a declining national 
economy. They would provide at the micro- 
level of the firm a calculative technology which 
would bring individual investment decisions 
into congruence with macrolevel economic 
objectives. “Growth” as a broad political pro- 
gramme oriented towards the future could, so it 
was thought, be instrumentalized within the 
firm by specific techniques which made the 
future calculable through discounting methods 
and the concept of the time value of money. 
Management would ultimately be responsible 
for growth, but it needed to be mobilized for 
such a task, and educated in the appropriate 
techniques and methods. 

In a report which provided the N.E.D.C.’s first 
assessment of “conditions favourable to faster 
growth”, the central role of management was 
firmly stated: 


To achieve the increase in productivity necessary 
for growth will call for highly skilled management 
throughout the economy not only in industry but ir 
every type of organisation (N.E.D.C., 1963, p. 3). 


Good management depended to some extent 
on personal qualities. But it also required 
expertise and knowledge of the most recent 
techniques, most of which could be taught 
(N.E.D.C., 1963, p. 4). The skills and techniques 
managers were considered to need were varied, 
and included new knowledge drawn from the 
social and physical sciences and a better 
understanding of the human factors in econ- 
omic and industrial life (N.E.D.C., 1963, p. 2). 
But singled out as crucial was the improvement 
of the quality of investment decisions: 
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An agreed national policy for growth will give manage- 
ment more assurance that plans will not be upset by 
unexpected Government short-term changes of policy. 
It will also place new responsibilities on management 
Jor making the decisions which will help to promote 
growth, The attitude of management and the quality of 
its investment planning can be decisive (N.E.D.C., 
1963, p. 52, emphases added). 


Jnly one year later the Director General of the 
National Economic Development Council, Sir 
tobert Shone, presented a report on investment 
tppraisal to the Council on investment decisions, 
which was published in 1965 (N.E.D.C., 1965). 
n its opening paragraph this document firmly 
inks the macrolevel promotion of faster econ- 
mic growth with the microlevel of improved 
nvestment: 


One of the main sources of economic growth is 
investment. Investment is required, not only to increase 
the total stock of equipment and buildings available but 
also to allow labour to be employed on increasingly 
productive jobs as old plant and machinery is replaced 
by new. ... Economic growth is particularly dependent 
on investment when the labour force is growing slowly, 
as is expected to be the case in the United Kingdom for 
some years to come (N.E.D.C., 1965, p. 1). 


This document then proceeds to argue for 
he deployment within firms of DCF methods of 
nvestment appraisal in very similar terms to 
he textbooks of the time. The payback method 
s criticized along with the use of all criteria 
which fail to measure the expected rate of 
‘eturn to the capital invested. Arbitrariness as 
vell as failure to assess returns after tax were 
ther weaknesses singled out for criticism: 


... although the managements of most firms undoubtedly 
take their investment decisions only after careful con- 
sideration of the likely costs and benefits as they see 
them, these decisions are too often reached in ways 
which are unlikely to produce the pattern and/or level 
of investment most favourable to economic growth — 
or even most profitable to the firm. Many firms appear to 
apply criteria for assessing investment projects which 
have little relevance to the measurement of the 
expected rate of return to the capital invested. Among 
such criteria in common use is the pay-back period, or 
the number of years taken to recoup the cost of the 
investment. Even when a rate of return to capital is 


PETER MILLER 


calculated, the methods used vary widely and are some- 
times so arbitrary as to give almost meaningless results. 
Failure to assess returns after, rather than before, tax is a 
frequent and important weakness of many widely-used 
methods (N.E.D.C., 1965, p. 2, emphasis added). 


In the same year the Labour government 
published its optimistically titled National 
Plan. With this document and the aspirations 
of actively managing the economy that it rep- 
resented, the issue of economic growth was 
firmly placed at the centre of the political stage 
(Middlemas, 1983, 1990). The opening sentence 
bluntly stated the aim of the Plan: “This is a plan 
to provide the basis for greater economic 
growth” (H.MS.O., 1965, p. 1). The 25% 
increase in national output over a period of six 
years that The National Plan sought to achieve 
was perhaps unrealistic. But such judgements 
are less important than the means the govern- 
ment intended to deploy to achieve such an 
ambitious aim. These were to be multiple. But 
fundamental to them was an expansion of the 
productive capacity of industry, and the need 
for continued efforts on the part of manage- 
ment to improve efficiency (H.MS.O., 1965, 
p. 2). Poor investment decisions and an in- 
adequate volume of investment were singled 
out for criticism: 


. where productive units are large and investment 
decisions have to be taken two to five years ahead, 
competing companies tend to bunch their investment, 
holding back and moving forward together, producing 
surplus or over-stretched resources. There is, too, little 
doubt that inadequacy of investment in British industry 
has resulted in increasing home demand being met by a 
greater flow of imports than the economy could afford 
(HLM.S.O., 1965, pp. 2-3). 


Manufacturing industry was a particular concern 
as far as investment was concerned (H.M.S.O., 
1965, p. 9). The 25% growth target could be 
met if, along with other conditions, manage- 
ment changed their attitude to investment: 


Industry has a vital role to play in maintaining its 
investment programmes and basing its investment 
decisions on a long term view of the future. Many firms 
already take this long term view, but the habit needs to 
spread more widely (H.M.S.O., 1965, p. 13). 
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Government could assist through various means 
such as education, but ultimately improve- 
ments in industrial efficiency were dependent 
on management: 


The most intangible and yet by far the most important 
factor in improving industrial efficiency is the quality of 
industrial management. There is now a growing interest 
in management education and it is expected that over 
the next few years the increased quantity and quality of 
management education of all kinds will be making an 
important contribution (H.M.S.O., 1965, p. 53). 


Although mostly couched in general terms, 
The National Plan explicitly mentioned the 
booklet Investment Appraisal published by the 
N.E.D.C. in the same year (1965) as one way 
for management to improve performance. It 
singled out “DCF and other more advanced 
methods of investment appraisal” (H.M.S.O., 
1965, p. 53) for mention. Along with bodies 
such as the N.E.D.C., the Economic Develop- 
ment Committees and the two new graduate 
Business Schools at London and Manchester, 
the Plan proposed the modernization of British 
management by equipping it with the appro- 
priate techniques and skills which would allow 
it to play its part in national-economic growth. 
Advanced investment appraisal techniques such 
as DCF, along with operational research, net- 
work analysis, systems engineering and linear 
programming, were to be an important dimen- 
sion of this process (H.M.S.O., 1965, p. 53). 
Growth was thus to be achieved in large part 
through investment, and for this to be effective 
it needed not just to increase in quantity but to 
improve in quality. But despite the rhetoric of 
planning the 1964 Labour government did not 
wish to intervene directly within enterprises at 
the level of individual investment decisions. 
Such matters remained a private matter for the 
management to resolve. However, if a liberal 
democratic government could not intervene 
directly, it could seek to act on that group 
whose responsibility investment decisions were. 
It could, in the words of Latour (1987), “act ata 
distance” on the investment decisions of the 
firm by recommending a specific calculative tech- 
nology. By promoting investment appraisal 
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techniques which were considered congruent 
with the aim of economic growth, it could 
indirectly seek to influence the actual invest- 
ment choices made within firms. The privacy of 
the enterprise could thus be respected, whilst 
the reconceptualization of investment decisions 
entailed by DCF methods would, it was hoped, 
steer industry in the desired direction. 


Acting at a distance on the investment 
decisions of nationalized industries 
Discounted cash flow techniques offered the 
possibility of acting at a distance not only on 
the investment decisions of private industry. 
Discounted cash flow techniques also provided 
a way of specifying the calculative mechanisms 
through which the economic and financial 
obligations of the nationalized industries could 
be met. With an annual investment equivalent 
to the whole of that for manufacturing industry, 
and contributing about 10% of the gross 
domestic product, the nationalized industries 
were singled out for their impact on the growth 
of the whole economy (H.C. 440/VIH, 1967). 
The 1967 White Paper on the nationalized 
industries stated clearly and explicitly the 
Government’s commitment to economic growth, 
the need for investment to secure such an 
objective, and the role that discounted cash 
flow techniques should play in ensuring the 
congruence of these two aspects of economic 
policy (Cmnd. 3437, 1967). The regulatory 
role of discounted cash flow techniques in the 
context of the nationalized industries was of 
course distinct from that for private industry. 
Free in principle from day-to-day government 
control, yet obliged to operate efficiently, the 
regulatory role of discounted cash flow tech- 
niques was supported by legal stipulations of 
the responsibilities of the nationalized industries. 
Broadly, the statutory duties of the national- 
ized industries prior to 1961 were to meet the 
demand for their products in the most efficient 
way, and to conduct their finances so that over 
time they at least break even, after making a 
contribution to reserves (Cmnd. 1337, 1961, 
p. 4). However, the meaning of “efficiency” in 
economic terms was left imprecise, and only a 
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minimum standard of financial performance 
was specified. The 1961 White Paper on the 
Financial and Economic Obligations of the 
Nationalised Industries (Cmnd. 1337, 1961) 
made this requirement more specific. The 
nationalized industries would be required to 
balance their accounts “taking one year with 
another” over a period of five years, after 
providing for interest, and depreciation at 
historic cost. Provision should also be made for 
the difference between depreciation at historic 
cost and replacement cost, and allocations to 
reserve sufficient to make some contribution 
towards the industry’s future capital develop- 
ment programme (Cmnd. 1337, 1961, p. 7). 
These provisions were intended to avoid the 
nationalized industries relying too heavily on 
the Exchequer. 

The 1961 White Paper increased the precision 
with which the financial obligations of the 
nationalized industries were specified. But 
in the context of the developments which 
occurred over the following five years, three 
items are significant for their absence from 
this document. Firstly, there is no explicit 
discussion of economic growth and how the 
nationalized industries might contribute to this. 
Secondly, there is no mention of the role that 
investment decisions might play in enabling the 
nationalized industries to meet their financial 
and economic obligations and to contribute to 
the economic growth of the nation. Thirdly, 
there is no mention of specific economic- 
calculative techniques which might enable the 
nationalized industries to meet the obligations 
specified. The absence of all three of these 
components in the 1961 White Paper is in 
marked contrast to their prominence in the 
1967 White Paper. 

The first substantive issue to be addressed in 
the 1967 White Paper was the role of invest- 
ment in economic growth (Cmnd. 3437, 1967, 
p. 4). Whilst the consistency of investment 
decisions may not be susceptible to a simple 
automatic rule, within the framework of broad 
economic development strategies investment 
decisions of individual industries should be 
made according to the “appropriate criteria”, it 
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was argued. Other than in exceptional circum- 
stances, the statutory “efficiency” requirement 
should be interpreted to mean subjecting 
investment decisions to the rule that “the most 
efficient distribution of goods and services in 
the economy as a whole can be secured only if 
investments are made where the return to the 
economy is greatest” (Cmnd. 3437, 1967, p. 5). 
Commercial criteria should be employed to 
evaluate the rate of return of investment by the 
nationalized industries. 

Until the 1967 White Paper, invocations that 
the nationalized industries should be efficient 
had been general, and only susceptible to 
evaluation post boc. The distinctiveness of the 
1967 White Paper is its insistence that all 
investment decisions be subjected to a par- 
ticular calculative technology which would 
make comparisons possible. Discounted cash 
flow techniques, already used in the nationalized 
industries prior to this date, were henceforth 
to be required for all important projects. By 
subjecting all investment decisions to this 
requirement, efficiency could be ascertained 
not after the event but in advance, and for 
each individual investment decision. “By taking 
account of the effects of the timing of cash 
outlays and receipts, these techniques enable 
proper comparison to be made between alter- 
native projects” (Cmnd. 3437, 1967, p. 5). 

Projects submitted to the government for 
approval should be expressed in present values 
by the use of a specified rate of discount. This 
test rate of discount should be sufficient to 
ensure efficient use of resources, and repre- 
sented “the minimum rate of return to be 
expected on a marginal low-risk project under- 
taken for commercial reasons. It is essential 
that the nationalised industries should use 
consistent methods of appraisal and should 
adopt the same test discount rate” (Cmnd. 
3437, 1967, p. 5). A test rate of discount of 
8% was recommended, this being broadly 
consistent with the average rate of return in 
real terms looked for on low-risk projects in the 
private sector over the preceding few years 
(Cmnd. 3437, 1967). This test rate was con- 
sistent with that employed by nationalized 
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industries already using discounted cash flow 
techniques, and was also that recommended by 
the Treasury (H.C. 440/VIII, p. 292). 

The calculative regime of discounted cash 
flow analysis would render comparable diverse 
investment opportunities in different indus- 
tries, and should thus ensure their contribution 
to economic growth. As in private industry, the 
application of discounted cash flow techniques 
should not preclude possible investment 
opportunities which were at odds with the test 
rate of discount, or investment in such projects 
as leisure and recreational facilities for staff. 
In the different contexts of the nationalized 
industries and private industry there would be 
circumstances in which it would be desirable 
for social or wider economic reasons to invest 
new capital in the supply of goods and services 
` which do not show the required rate of return. 
The allied calculative technology of social cost/ 
benefit analysis would help to resolve such 
decisions for the nationalized industries 
(Cmnd. 3437, 1967, pp. 6—7). But in order to 
ensure consistency, cost/benefit studies of 
major projects would be carried out by the 
relevant Government Departments, in collabo- 
ration with the industries concerned. The 
Treasury argued strongly that such decisions 
were not the preserve of the industries them- 
selves (H.C. 440/VIII, 1967, p. 281). Thus, as 
in private industry, the “directional beam 
of capital productivity” would render cal- 
culable and comparable diverse investment 
opportunities, and would highlight the cost of 
investing in projects possibly desirable for 
social or wider economic reasons. But in 
distinction to the private sector, for the national- 
ized industries the norm provided by the test 
discount rate would serve as a mechanism 
through which other calculative regimes might 
be called into play and the locus of decision 
shifted toward the centre. 

Discounted cash flow techniques thus helped 
to maintain the principle that day-to-day indi- 
vidual investment decisions within the national- 
ized industries should be free from direct 
government intervention. Yet at the same time 
the calculative technology which such tech- 
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niques provided, in conjunction with a speci- 
fied test discount rate, installed a regulatory 
and calculable norm which rendered all invest- 
ments comparable and enabled decisions which 
might deviate from such a norm to be relocated 
in the centre rather than the individual industry 
concerned. Action at a distance could thus be 
sought not by the imposition of direct controls 
or detailed instructions, but by the installation 
of an economic-calculative mechanism which 
those responsible for investment decisions 
would apply themselves. In the case of the 
nationalized industries, where constant and 
detailed intervention by the centre was neither 
sought nor seen to be desirable, the installation 
of a calculative technology made possible the 
auto-regulation of the bulk of regular decisions 
by reference to an economic norm, and made 
deviations from such a norm clearly visible. 


CONCLUSION AND IMPLICATIONS 


The study of accounting innovation “beyond 
the enterprise” has been relatively neglected in 
the recent field studies literature. The ways in 
which particular calculative technologies have 
been argued for in relation to specific problems, 
the possibilities of linking these to much 
broader and more general political programmes, 
and how this enables “action at a distance” to 
operate on particular agents and institutions 
have not been included within the recent 
concern with field studies. Whilst it is undoubt- 
edly the case that those seeking to disseminate 
and promote new tools for managers will argue 
for their significance by drawing upon the 
forms of argument that are current and that 
plausibly fit the issues in question, it is sug- 
gested that more is at stake than cynical 
attempts at legitimation. 

The argument of this paper is that the 
concepts of problematization, translation and 
action at a distance provide a helpful way of 
understanding further the roles which certain 
calculative technologies can play in articulating 
particular programmes. The promotion of DCF 
techniques in the U.K. in the 1960s has been 
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held to provide a clear illustration of the relays 
and linkages that help to make possible such 
processes of translation and action at a distance 
by a centre or centres. In particular, it is 
suggested that these concepts may be helpful in 
furthering the investigation of the types of 
relations that come to be established between 
disparate actors, agencies and institutions, and 
how these relations influence processes of 
accounting innovation. It should be emphasized 
that these concepts are not intended to be 
understood as providing a formal model that 
specifies certain invariant entities or theoretical 
categories. The concern here is not with 
Theory (McCloskey, 1986) in a new guise, but 
with suggesting particular ways of posing 
questions about accounting innovation. 

The reality of investment appraisal decisions 
within enterprises is of course distinct from 
the programmatic statements of the capabilities 
of DCF techniques addressed above. The pro- 
cesses through which such decisions are made 
within specific locales in firms, and how DCF 
calculations are combined with other calcula- 
tive techniques and with concerns of a quite 
different order have not been addressed in this 
paper. However, it is clear that over the period 
1960 to 1980 there has been a significant shift 
in the types of calculations firms deploy for 
investment decisions. Whereas in the early 
1960s very few firms were using discounting 
procedures for investment decisions (Neild, 
1964), by 1980 between 50% and 85% of the 
largest industrial companies were using such 
techniques (Carsberg & Hope, 1976; Scapens & 
Sale, 1981). More complex questions such as 
the roles that these calculations play in actual 
decisions and how they are combined with 
qualitative judgements are difficult to answer 
on the basis of available evidence. Research to 
date on such matters suggests that sophisticated 
investment appraisal techniques are not simply 
a ritual or a formality, but that neither do 
they function as an automatic decision rule 
(Carsberg & Hope, 1976). 

However, it is important to emphasize that 
significant issues such as these are distinct from 
the concerns of this paper to examine the 
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process of articulation of a distinctive role for 
DCF techniques. On the one hand this is a role 
for DCF techniques articulated by its proponents 
as theoretically superior to existing methods, as 
a more truthful representation of investment 
decisions, as a central component of a new form 
of managerial expertise, and as capable of con- 
tributing significantly to the economic growth 
of the nation. On the other hand, this is the 
explicit articulation of a role for DCF tech- 
niques within a political programme which 
sought to intervene in the economy, whilst 
carefully maintaining a certain distance from 
the actual decisions of individual enterprises. 

A separate question concerning the actual 
operation of DCF techniques is that of whether 
it did indeed deliver the economic growth it 
was seen to be capable of bringing about. The 
evidence available at the level of individual 
firms, and for the U.S., suggests that the use 
of sophisticated capital budgeting techniques 
does not, per se, result in superior firm 
performance (Haka et al, 1985; Klammer, 
1973). But it is important again to emphasize 
that the concern here has been to examine 
questions of a different order. The focus has 
been on the problematizations in relation to 
which the use of discounting techniques as a 
managerial tool was developed, and how a trans- 
latability was established between idealized 
programmes for the economy as a whole and 
their possible roles within individual firms. 

The “failure” of the idealized programme 
within which DCF techniques was promoted 
can be seen as intrinsic to the very nature 
of such programmes. Ideal images of what 
accounting technologies can deliver are indeed 
just that. But their status as ideal images does 
not prevent them from having the ability 
to mobilize support for certain calculative 
technologies and to redefine the forms of 
visibility of particular decisions. The indirect 
effects of such programmes is in their very 
nature. The significance of such effects and 
the difficulty of charting them does not de- 
tract from the importance of examining the 
more programmatic aspects of accounting 
innovation. 
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Abstract 


It is now time, after a decade of development, to take stock of the growing, varied, interdisciplinary Critical 
Accounting movement appearing in the pages of Accounting, Organizations and Society and elsewhere 
throughout the 1980s. Critical Accounting bears remarkable resemblance to the highly important Critical 
Legal Studies movement (or CES) in American academic law. This paper introduces CLS to accounting 
audiences and surveys Critical Accounting from the perspective of its larger, older, more fully articulated, 
more radical and more divisive legal cousin. This paper argues that if Critical Accounting continues to share 
CLS’s theoretical and intellectual stance, but not its targeted critical practice and institutional or political 
stance, Critical Accounting is destined to remain an interesting sidelight rather than a fully articulated 
theory of accounting. Finally, this paper comments on existing Critical Accounting work from a CLS 
perspective, and suggests new directions for Critical Accounting as an intellectual movement. 


Not long ago a colleague sent me an early 1989 
issue of Accounting, Organizations and Society 
(accounting is a discipline far outside my 
current academic field), whereupon I ran 
across the following quite remarkable sentence: 


To ‘defer’ suggests that rhetorical privileging of one 
term depends not only on a differential ‘spacing’ of 
terms but also [on] “ ... the quest for a rightful 
beginning, an absolute point of departure, a principal 
responsibility” (Arrington & Francis, 1989, p. 12, 
quoting Derrida, 1982, p. 6.). 


As a literary theorist whose academic business 
it is to know more or less what such numbing 
sentences mean, I could only imagine the 
reaction of a non-initiate (such as a typical 
accounting reader ) stumbling into it: shake-the- 
head, get-a-drink, this-is-hogwash, deny-tenure, 
or most likely, turn-the-page. Intrigued by what 
I read, I pulled a twelve-year stack of AOS off 
the periodicals shelf, and found among other 
things a substantial body of literature drawing 


on diverse non-accounting sources to challenge 
many of the “economic”, behaviorist, empiricis 
and positivist bases for accounting theory. Wha 
surprised me most, though, was that the 
“Critical Accounting” (my term only, for now 
in this stack of AOS — remarkable in it: 
ambition and thoroughness — bore markec 
resemblance of style, genealogy, mission anc 
thrust to the writings of the controversia 
“Critical Legal Studies” movement in Americar 
academic law. Because of some striking similar 
ities between standard legal and accountings 
theory, between modern legal and accounting 
institutions, and between critical studies in law 
and accounting, Critical Legal Studies will be o 
prime interest to accounting audiences. 

Since its birth sometime in the mid-1970s 
the Critical Legal Studies (or “CLS” ) movemen: 
has become the most powerful and divisive 
phenomenon since the 1930s in Americar 
academic law. Throughout the 1980s the page: 
of America’s major law journals — the Harvard 


* The author would like to thank Bob Kaplan for getting him started, and to acknowledge insightful comments on draf 
versions from Stanley Fish, Jere Francis, Anthony Hopwood, John R. Kelly, Roberta Chioni Moore, Tony Tinker and ar 


anonymous reviewer. 
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Stanford and Yale Law Reviews among others — 
have been filled with over 700 CLS papers and 
rebuttals (Hutchinson, 1989, p. 1); CLS books 
and collections and conference proceedings 
have busied the legal academic presses (e.g. 
Kairys, 1982; Harvard 1986; Levinson & Mailloux, 
1988; Hutchinson, 1989), hiring and tenure 
battles have raged, CLS subdisciplines have 
arisen, and major national magazines have 
brought the CLS controversy to a wide audience 
(e.g. Trillin, 1984; Lecayo, 1985; Helm & Tell, 
1988). 

This paper, then, written for an academic 
accounting audience from the perspective of an 
outsider, presents the CLS movement in and of 
itself, and more importantly, presents CLS as a 
paradigm for the parallel yet less prominent 
Critical Accounting movement. After a decade 
of growth and development in the pages of AOS 
and elsewhere, Critical Studies in accounting is 
at a point where it might profitably examine its 
own history and take account of itself. Though 
“Critical Accounting” (a so-far infrequently 
used, variably defined catch-all term lumping 
together a range of recent, generally anti- 
objectivist tendencies)! has not as of yet 
constituted itself as a formal movement, the 
history of oppositional movements tells us that 
if Critical Accountants do not soon declare or 
name themselves on their own behalf, then 
some group far less sympathetic will do it for 
them, and on less than favorable terms. It is the 
crucial matter of choosing the terrain on and 
over which the battle will be fought. 

This paper, then, is also a thinly disguised 
critical account of Critical Accounting. As such 
it will appeal to three distinct types of account- 
ing audience. Firstly, for those readers who 
until now have dismissed or ignored the rising, 
forceful practices of Critical Accounting, this 
paper demonstrates that their dismissal makes 
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little sense: there are no theoretical reasons 
why the recent destabilization of American 
legal theory will not replicate itself in account- 
ing. Secondly, for those readers who -would 
align themselves with a Critical Accounting 
movement, the law-and-accounting comparison 
presented here will both critique the move- 
ment and provide points of tangency from 
which to base further inquiry. The third and 
broadest appeal is for the general reader. Little 
in the educational or research experience of 
most academic accountants has taken them into 
the literary and critical theory which under- 
girds critical studies movements; a legal com- 
parison will present these tendencies from a 
fresh perspective, and may help clarify much 
of the growing and often-confusing Critical 
Accounting that challenges them today.” 

The paper is organized as follows. In the 
remainder of this section I sketch out the 
unexpectedly many social and institutional 
parallels between accounting and law, and will 
review the again comparable conventional 
theoretical conceptions (formalist or norma- 
tive) of both fields. I will push the comparisons 
hard, though I cannot deny that the fields have 
many differences as well. The next section 
recounts the important social-science critiques 
of normative and formalist legal and accounting 
theory: the legal version having peaked in the 
American Legal Realist school of the 1920s and 
1930s, and the accounting version in full swing 
today. By that point the stage will be set for the 
heart of this paper: comparison and analysis of 
the Critical Studies movements in both account- 
ing and law. There we will examine the 
intellectual traces, critical practices, institu- 
tional postures and political programs (or lack 
thereof) of the two movements, taking care at 
each point to note their interpenetrations and 
differences. This paper concludes with an 


| Of course “anti-objectivist”, like “atheist”, only indicates what Critical Accountants do not believe. 


2 “Critical Theory” has two meanings: the first referring specifically to the 1930s’ Frankfurt School of Adorno, Horkheimer, 
and also Benjamin and Marcuse; and the second, used here, more broadly denoting social, representational and interpretive 


theories regardless of epoch or geography. 
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assessment of the Critical Accounting move- 
ment in the light of the comparisons just made. 
I must note that the scope of the claims in this 
paper regarding accounting and law extends 
only to the U.S. and to a lesser degree to the 
UK. It goes without saying that things are 
different elsewhere, and that cross-cultural 
inquiry into accounting should be a priority for 
any future Critical program. 


Social and institutional parallels 

Though at first glance the professions of law 
and accounting might seem quite different 
(words vs numbers, the layperson might say), 
the list of social similarities between the two is 
long. Lawyers and accountants are much closer 
cousins to each other, for example, than either 
of them is to engineers, physicians, academics, 
bureaucrats, financiers, computer programmers, 
managers, and so on. On the demographic front, 
using mid-1980s’ statistics, there are approxima- 
tely 655,000 lawyers in the United States (Statis- 
tical Abstract of the U.S., 1989, chart 303) as 
against approximately one million total accoun- 
tants, 250,000 of whom are CPAs (American 
Almanac, 1987, p. 263).° In both professions 
the private sector employs over 85% of all 
professionals, though corporations directly 
employ a greater share of accountants while 
lawyers are more frequently found in private 
firms. The balance are in government, educa- 
tion, -the judiciary, and elsewhere (Statistical 
Abstract of the U.S., 1989, charts 303, 1347). 
Historically, the two professions have been 
overwhelmingly white, overwhelmingly male, 
and middle to upper-middle class (with lawyers 
more frequently in the higher end of the range), 
though this is today shifting, especially with 
respect to gender and especially in law. 

Both the institution of law and the institution 
of accounting bear the name “professions”, 
enjoy a certain prestige, a quasi-governmental 
status, and have certifying examinations (the 
Bar and the CPA), national professional organ- 
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izations (the American Bar Association and the 
American Institute of Certified Public Account- 
ants) and an extensive system of accredited 
academic institutions employing faculty who 
both conduct research and reproduce the 
professional labor force. 

In terms of the roles the two professions play 
in society, both law and accounting take on a 
similar patina. Both institutions are woven into 
the fabric of everyday life. Small towns and 
Rotary Clubs across the land invariably boast an 
accountant or two and a lawyer or two whose 
practices serve individuals and small businesses 
in confrontations with government or each 
other, or in organizing their daily lives. Large 
corporations invariably keep internal lawyers 
and accountants on hand as well as Big Eight 
(or Seven, or Six) accounting firms and blue- 
blood law firms by their side for all manner of 
contingencies and legitimations. U.S. Federal, 
state and local governments employ some 
120,000 accountants nationwide, and it sur- 
prises no one that one of every 22 residents of 
Washington DC is a lawyer. 

Both law and accounting are also tools of 
social and organizational control, prescribing or 
proscribing in often spectacular detail types of 
individual behavior, terms of economic relation- 
ships, and degrees of government power. Forms 
of business organization are defined according 
to legal and accounting structures. Law and 
accounting play active roles in the direction of 
public policy and shape debates on countless 
social issues. “Call your accountants and lawyers” 
(as if they were one group not two), is a refrain 
heard daily across the U.S. from the boardroom 
to the barroom to the bedroom, in regards to 
tax obligations, bankruptcy resolutions, divorce 
settlements, public utility pricing, inheritance 
disputes, product liability, personal injury claims, 
corporate takeovers, real estate closings, share- 
holder conflicts, and on, and on, and on. Indeed, 
to grossly oversimplify, accounting and law 
have broadly similar histories, with ancient, 


It is of course antithetical to many Critical scholars to find “truth” in statistics. Such readers may of course treat these 


numerical comparisons as a rhetorical ploy. 
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somewhat ad-boc roots developing through 
greater doctrinal and practical complexity, 
progressing to today’s highly institutionalized 
and somewhat ossified forms. 


Standard-theory parallels 

On the theoretical front, again one might at 
first expect large differences between the 
traditional conceptions of accounting and law 
— the words vs numbers argument repeated. 
However, such is not the case, as the two fields 
share much. To begin with, both claim as their 
base highly elaborated, identifiable bodies of 
written and unwritten rules of judgment and 
conduct. In law, as embodied in H.L.A. Hart’s 
classic The Concept of Law (1961, p. 121), 
“two principal devices ... have been used for 
the communication of such general standards of 
conduct ... The first is typified by what we call 
legislation and the second by precedent”. In 
accounting, similarly, any basic text tells you 
the body of rules or generally accepted account- 
ing principles (GAAP) also come from prece- 
dent and legislation: they “have evolved over 
time or have been made ‘acceptable’ by decree 
from an official rule-making body” with its 
ultimate authority in legislative consent (Davidson 
et al., 1985, p. 3).* 

In both disciplines, so the standard theory 
(or story) goes, the rule-interpreters (judges 
and auditors, among others) are then bound to 
apply objectively this body of rules to the 
“facts”, thereby arriving at impartial disposition 
of the case at hand. The language employed by 
such official interpreters illustrates this pur- 
ported objectivity. In a judge’s written decision, 
the court “finds” the result, say, that defendant 
X is liable for amount Y. To “find” is to say that 


DAVID CHIONI MOORE 


this legal result was not created by the act of 
judging, but rather pre-existed the enunciation 
of the judgment thereof — the court simply 
“finds” (or, in some cases, “the court is forced 
to conclude”), just as my mechanic recently 
found a well-hidden pre-existing noise deep 
within my car’s engine. Likewise, under Financial 
Accounting Standards Board (FASB) rules, in 
corporate financial statements an auditor declares 
that “the aforementioned financial statements 
present fairly the financial position” of company 
X, which is as Webster says of “present”, “to offer 
to view, to show”. In other words, the auditor, 
like the judge, by virtue of careful rule-based 
investigation and diligence brings to light, or 
unmasks for the world, a factual condition (e.g. 
cost, liability) that objectively pre-existed the 
pronouncement of its existence. In epistemology, 
this is called (naive, by some) realism. 

It is important for the traditional conceptions 
of both law and accounting to portray them- 
selves as neutral mechanisms, neither creations 
of nor subject to the desires of individual actors 
or political interest groups. John Adams’s 
durable 1774 formulation of “a government of 
laws and not of men”, reveals the American 
faith that laws are somehow neutral or man-free 
in both genesis and application, just as the goal 
of our foremost accounting researchers — to 
provide a value-free basis for subsequent norm- 
ative decisions (to cite one among many, 
Jensen, 1983, p. 320) — is typical of the 
neutralist desires of standard accounting. If 
there are numerous, indeed countless counter- 
examples to the purported objectivity and 
neutrality of accounting and law, the official 
story is that this does not compromise the under- 
lying purity of the institutions themselves. 


í Importantly, Davidson notes (1185, p. 667) the ultimate legislative base for accounting principles: “Although Congress 
has the ultimate authority to specify acceptable accounting methods, it has delegated that authority in almost all cases to 
the Securities and Exchange Commission, The commission has indicated that it will generally accept the pronouncements 
of the Financial Accounting Standards Board on accounting principles.” ) 


> Friedman (1962, page 86, cited in Tinker et al., 1982, p. 169) joins in this neutralist parade: “the economist’s value 
judgments doubtless influence the subjects he works on and perhaps, at times, the conclusions he reaches ... this does not 
alter the fundamental point that, in principle, there are no value judgments in economics” (emphasis added). We will 
return to the hopelessness of a neutral positive accounting later. 
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Rather, these counterexamples provide added 
impetus for legal and accounting scholars, or 
responsible judges and auditors, to understand 
and eliminate these biases so as to render the 
system more perfect. 

In the eyes of Critical legal and accounting 
scholars, there is so much wrong with the 
standard theory in the preceding three para- 
graphs that there is in fact not one thing right 
about any of it at all. But we have gotten ahead 
of ourselves in our critique. It would be more 
useful at this point to recount the efforts of 
academics in both fields who, also uneasy with 
formalist or normative approaches to account- 
ing and law, have tried to revive their respec- 
tive fields with the positive elixir of “social 
science”. 


TWO SOCIAL-SCIENCE CRITIQUES OF 
ACCOUNTING AND LAW 


In my account of the attempted social- 
science rescues of law and accounting, I will 
spend far more time on the former than on the 
latter. I do this for two reasons. Firstly, this 
journal’s readership is already highly familiar 
with the positive behavioral, “social”, and 
organizational work done in accounting, while 
perhaps only vaguely aware of the major 
American social-science movement in law: the 
Legal Realist movement of the 1920s and 
1930s. Secondly, and most important, as an 
intellectual movement the Realist application of 
social science to law ultimately died, and CLS 
later rose from its ashes. And so an analysis 
of why Legal Realism died will be instructive 
for all those implicated in the uneasy coexis- 
tence of normative, social-science and Critical 
approaches to accounting today. 

Legal Realism was a powerful American 
academic and judicial movement which flour- 
ished in the 1920s and 1930s. Legal Realism has 
been well documented elsewhere (e.g. Purcell, 
1969, 1973; Harvard Note, 1982; Kalman, 
1986), and so what follows is only a summary. 
In the early part of this century, the American 
legal system was characterized by a burgeoning 
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and increasingly complex volume of precedent, 
statute, rules and principle (e.g. “no man should 
profit from his own wrongdoing’ ), which three 
“texts” were seen to constitute the law. At the 
same time, the dominant conception of law’s 
operation was formalist: as a machine for legal 
reasoning. Standard early 20th century legal 
practice placed great emphasis on the applica- 
tion of the correct rule and on logic maneuvers 
such as the syllogism, e.g. “all men are mortal, 
Socrates is a man, Socrates is mortal”. By virtue 
of legal reasoning, or careful, dispassionate 
attention to fact and statute and diligent 
reliance on the wisdom of precedent (stare 
decisis), judges, virtually mechanically, could 
arrive at correct legal decisions. Legal Realism 
arose directly in response to this conception. 
Not surprisingly, early Realist opposition to 
formalism came from practitioners such as 
Supreme Court Justice Oliver Wendell Holmes: 


The actual life of the law has not been logic: it has been 
experience. The felt necessities of the times, the 
prevalent moral and political theories, institutions of 
public policy, avowed or unconscious, even the pre- 
judices which judges share with their fellow-men, have 
had a good deal more to do than the syllogism in 
determining the rules by which men should be 
governed (Holmes, 1901, p. 1, cited in Dewey, 1924, 
p. 20). 


The philosopher John Dewey was among many 
who noted that decisions actually arise not 
from syllogistic reasoning, but rather “generally 
begin with some vague anticipation of a 
conclusion ... and then we look around for 
principles and data which will substantiate it” 
(Dewey, 1924, p. 23). Other Realist scholars 
took pains to show how courts had reversed 
previous decisions using identical principles, 
how the same case had been argued different 
ways in different courts, and so on. 

Realists proposed to replace legal formalism 
with functionalism, whose most famous formu- 
lation is that law is what officials do about 
disputes (Llewellyn, 1931, pp. 1236—1249). (In 
this respect, functionalism is similar to today’s 
behavioral models in accounting.) This func- 


tionalism, borrowed from the anthropology and 
i + 
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sociology of the day (Cohen, 1935°), based law 
not on its supposed or obfuscatory conceptual 
elaboration but rather on law’s actions and 
social consequences.’ Realist legal researchers 
de-emphasized further elaboration of normative 
rules and instead focused on the “psychological, 
sociological, and economic facts” (Cohen, 
1935, p. 834, emphasis in original) which 
constituted law. 

Realists called for and undertook a variety of 
projects including examining the effects of 
government regulations and administrative 
bodies on the legal system (Llewellyn, 1931, 
pp. 1244—1249); elaboration of theories of the 
interests at play in the legal order (Pound, 
1930-31, p. 71); and quantitative research into 
the various stimuli-and economic and educa- 
tional predictors of judicial behavior (Frank, 
1930). In Walter Kennedy’s celebrated mid- 
1930s’ exchange with the Realist Felix Cohen, 
Kennedy derisively characterized the function- 
alist social-science heaven as one in which: 


one finds mechanical contraptions clicking merrily 
away, grinding out the facts with unerring accuracy ... 
the chromium-plated devices of science: the lie-detector 
and the electronic diagnosis apparatus, the “eight-cylinder 
social machine,” the behavior estimators and free-will 
eliminators, the sure-fire questionnaires, statistical de- 
vices for registering trends, control rooms for systema- 
tizing human actions and departments for investigating 
the sex life of judges ... all these multiple and variegated 
machines clicking in amazing unison; machines with 
mechanical fingers grabbing particulars, automatically 
piling up and weighing the facts, welding them into 
generalizations, wrapping them with cellophane and 
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producing the solution of any possible problem of the 
legal order, untouched by human hand (Kennedy, 1936, 
p. 276).® 


No doubt the reader has by this point noticed 
that such 1930s’ Realist social-science research 
programs are not too far from so much current 
social-science-based accounting research today. 
And indeed, both programs are motivated by a 
desire to rise above any moral biases through 
so-called objective science (Cohen, 1935, p. 
841; Friedman, 1953). In the words of Keynes 
(1891), this means emphasizing positive science 
as “a body of systematized knowledge concern- 
ing what is” over normative science “discuss- 
ing criteria of what ought to be”? while the 
near-identical formulation of Legal Realism 
is that social science contributes towards 
the desired “temporary divorce of Is and 
Ought” (Llewellyn, 1931, p. 1236, emphasis in 
original). 

“And what”, an accounting audience may be 
tempted to ask at this point, “is wrong with 
that?” Though the Realist critiques of the 
sclerotic, formalist, apparently socially blind 
jurisprudence of the day were well founded and 
often corrosive, the Realists foundered on their 
alternative program of social science. Against a 
backdrop of a crumbling moral order in 1930s’ 
Europe, traditional as well as Catholic legal 
scholars argued that the essence of justice had 
to be morality; science was limited, also and 
inevitably biased (hence could not provide 
the “Is”), and so could be no substitute. 
Walter Kennedy, after providing the derisive 


6 See generally pp. 809-849, especially pp. 829—833, discussing the influences of Henry James, Max Weber, Franz Boas, 


Bronislaw Malinowski and others. 


7 Note parallels with modern-day accounting, e.g. Hopwood (1987, pp. 209, 213), citing himself, R.S. Kaplan and R.W., 
Scapens: “not least in significance, increasingly accounting is being examined in terms of the consequences which it 
actually has rather than those to which it continues to aspire”, and “research has come to be more concerned with 


analysing and understanding accounting in action”. 


8 Emphasis in original. I omit the nine remarkable footnotes in which Kennedy cites these contraptions as having been 
actually proposed in Realist articles! The exchange between Fordham University’s Kennedy and Cohen includes Cohen 
(1935), Kennedy (1936), Cohen (1936) and Kennedy (1937). 


? Emphasis in the original. The complicated genealogy of this quotation is: Keynes, 1891; cited in Friedman, 1953, cited in 
Zimmerman, 1980; cited in Tinker et al., 1982, p. 169). I can only hope nobody ever has to cite me for this quote. 
® 
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characterization quoted above, left no doubt 
about what he thought were the ultimate 
implications of abandoning morality for “science” 
in the law: the entry of Science was “not merely 
as a friendly adviser, but as an all powerful, legal 
Der Fuebrer” (Kennedy, 1936, p. 282, emphasis 
in the original). And might not a social-science- 
dominated accounting be liable to a similar 
critique? For while law is about justice — a 
quality at whose core lie no statistics — is not 
accounting about a similarly non-statistical 
quality called value, an “Is” about which 
science can make no approximation??? Is not 


social science, so useful in revealing the - 


interests of others, dangerous exactly when it 
claims to be disinterested itself? We will return 
to this complex question later. 

By the end of World War II, at any rate, Legal 
Realism’s oppositional campaign was largely 
over in American academic law, though in 
practical terms its advocacy of increased social 
awareness was incorporated by American courts 
in many groundbreaking decisions of the 1950s 
and 1960s. The Realist banner would not be 
taken up by legal scholars with any great gusto 
until the mid-1970s and the rise of CLS. And 
what was it about that specific historical 
moment which explains this rise? As Allan 
Hutchinson points out (1989, p. 2), many of the 
founding members of the Critical Legal Studies 
movement (the Conference on Critical Legal 
Studies is in fact a membership organization) 
were students during the 1960s’ Civil Rights and 
anti-Vietnam War protests — a time of great 
leftist intellectual ferment on a global scale. 
However, leftist legal activity of the time, such 
as Legal Aid and public defender lawyering, was 
more practical than academic or theoretical in 
nature. Accounting, too, though always a more 
conservative discipline, was also characterized 
during the 1960s and 1970s by Naderesque 
activity, calls for “social” financial reporting, 
and vigorous critiques of the accounting estab- 
lishment and corporate behavior (Tinker et al., 
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1982, p. 192). In both disciplines the theory 
shift had yet to happen. 

By the mid-1970s, though, in legal studies a 
sharpened sense of concern for the American 
underclass and an acute dissatisfaction with the 
American status quo combined with a general 
resurgence of leftist academic—political thought 
to breathe transforming life into the older Legal 
Realist and contemporary “Law and Society” 
projects. In late 1976 an invitation to the first 
Conference on Critical Legal Studies was being 
drafted. That very same year (the intellectual 
historian may be interested to note), the first 
issues of Accounting, Organizations and Society 
were being assembled in the U.K. And here our 
discussion rejoins the discipline of accounting 
we largely set aside some pages ago. 


THE CRITICAL LEGAL STUDIES MOVEMENT 
AND CRITICAL ACCOUNTING 


In rejoining accounting we arrive at the heart 
of our paper — a comparison between Critical 
legal and accounting theories, and an analysis of 
the social contexts in which such theorizing 
occurs. The reader may be concerned that we 
have used the term “CLS” for many pages by 
this point without ever having defined it. No 
more: Critical Legal Studies is a legal academic 
movement whose diverse, inhomogeneous par- 
ticipants share: (i) a theoretico-intellectual 
debt to a certain body of Continental thinkers, 
(ii) a vigorous critical practice aimed against all 
varieties of standard legal theory and judicial 
behavior, (iii) a consciously oppositional or 
maverick institutional posture with respect to 
current legal and academic establishments, and 
(iv) a variably defined radical political program. 

In the pages which follow, we shall examine 
Critical Accounting from the standpoint of this 
four-part definition. It is my argument that 
although Critical Accounting shares CLS’s raw 
material and theoretico-intellectual background, its 


19 among a large body of literature on accounting ethics, for a recent Critical Accounting intervention see Schweiker 


(1989). 
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critical practice is of a weaker nature and its 
institutional postures and political programs (in 
so. far as their texts are any evidence) are highly 
suppressed. This relative timidity on Critical 
Accounting’s part helps to explain why it plays 
a far smaller role within academic accounting 
than CLS does in academic law, and, I argue, 
foredooms Critical Accounting to be an interest- 
ing sidelight, but never a rich alternative, to the 
state of affairs in accounting today. To provide 
some structure to our discussion, we begin 
with the theoretical similarities, and then move 
on to their practical applications. 


The theoretico-intellectual debt 

Intellectual movements do not arise ex 
nibilo — they originate under certain social 
conditions and historical moments, and they 
also stand on the shoulders of previous tradi- 
tions. The intellectual ancestry of CLS has been 
well documented elsewhere (e.g. Heller, 1984; 
Boyle, 1985; Brosnan, 1987); to summarize, 
outside of the Legal Realists discussed above, a 
CLS “short list” of ancestors includes, more or 
less chronologically: Karl Marx; Frankfurt School 
members Theodor Adorno, Max Horkheimer 
and Herbert Marcuse; Western Marxists Antonio 
Gramsci and Louis Althusser; and the contem- 
porary “post-structural” Continental theorists 
Jurgen Habermas, Michel Foucault and Jacques 
Derrida. It is far beyond the scope of this paper 
to attempt an explanation of what these nine 
men have diversely said; indeed none of them 
“agrees” with each other, and each of them is 
the object of an entire academic industry, with 
symposia, conferences, collections and careers 
revolving around their lives and writings. They 
have been taken up by legal Crits for different 
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reasons, and have been deployed to different 
ends. Nonetheless, for our purposes I will here 
try to summarize what about them so suits the 
Critical project. 

All of these men can be said, in some fashion 
or another, to be anti-foundational and anti- 
positivist. They do not see a self “here” and the 
world “out there”, with language and sight the 
objective windows between. They see know- 
ledge as socially constructed, theories as his- 
torically contingent, and most see science as 
more a game of “truth” than a search for Truth. 
If confronted with the normative and social- 
science canons of law and accounting, these 
nine would find most offensive their claims to 
be objective and value-free. And, not surpris- 
ingly, these thinkers are as crucial to Critical 
Accounting as they are to CLS. 

In Accounting, Organizations and Soctety, the 
rise in citation frequency of these nine Critical 
men mirrors the rise of Critical Accounting itself. 
To be specific, by “Critical Accounting” I do not 
mean. traditional leftist accounting projects, cor- 
porate social, public or environmental account- 
ing, or participative management—labor informa- 
tion systems. Nor would Critical Accounting 
include standard-fare reflections on the epistemo- 
methodology of “science” or social science, such 
as is found throughout the pages of AOS in 
Durkheim, Koestler, Merton, Popper, Russell, 
Weber and Whitehead. By “Critical Accounting” I 
mean a set of discursive practices (more encom- 
passing than “a body of writing”) embodying a 
radical epistemological (or political) stance 
which questions objectivity in the first place, 
finds “accurate representation” an impossible 
goal, and seeks alternative descriptions for what 
accountants do and the role accounting plays."? 


11 The reader should note that this is as close to “defining Critical Accounting” as I will get in this paper. A definition of 
Critical Accounting would be a Critical paradox, at least in so far as “define” meant, as Webster says, “to identify the 
essential qualities or meaning of; to discover and set forth”. Such definition would bear with it the objectivist implication 
that I could “reveal” rather than “construct” what CA is — a stance the Critical scholar rejects. 

Of course it would be Critically acceptable for me to “define” CA in the sense of creating or making it, but this I also 
refuse to do too sharply. For this type of creation entails not only affirmation but violence, a.cutting away of what doesn’t 
belong, for as Webster says of define: “fr. de-+ finire to limit, end, fr. finis boundary, end — more at FINAL”. Indeed an 
anonymous reader of this paper in draft suggested I “sharpen” my definition of Critical Accounting. 

My refusal to define CA more sharply comes not from a blanket rejection of violence but from a rejection of my right as 
an outsider to commit it — to wield the scalpel without consulting the patient. Definition of (speaking for) unempowered 
groups — “women”, “Africans”, “Critical Accountants”, and so on —~ needs be the product of the defined. What remains 
should be sufficient for the purposes of this paper. 
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By this standard, the early history of Critical 
Accounting is slim. We can consider two early 
AOS papers to be proto-critical: Gambling’s 
(1977) “Magic, Accounting and Morale”, and 
Belkaoui’s (1978) “Linguistic Relativity in 
Accounting”. While neither paper claims a 
“Critical” stance nor cites any of the Critical 
canon listed above, they make use of the 
seminal relativist anthropologist Evans-Pritchard 
and the influential linguistic relativists (and Legal 
Realist sources (see Cohen, 1935, p. 812)) 
Sapir and Whorf. Not until 1980 do the first self- 
consciously Critical pieces appear in AOS, 
starting with the UCLA Conference Mission 
Statement: 


... What is the nature of the metatheory of measurement 
underlying accounting, and is the traditional perspec- 
tive still valid? Is accounting free of value issues? In what 
sense is accounting a social or historical artifact? 
(Flamholtz, 1980). 


Not surprisingly, 1980 also featured the debut 
of our Critical canon in AOS: that year Foucault 
and Marx appear once each in AOS research 
bibliographies (in Burchell et al., 1980). 

From 1980 to 1984, only two or three 
Critical articles appear each year (notably 
Tinker et al.s’ seminal “The Normative Origins 
of Positive Theories”, 1982), and Critical 
bibliographic citation counts are correspond- 
ingly low. The jump in Critical articles (five by 
my count in 1985, eight in 1986, 16 in 1987) 
corresponds with a jump in Critical references: 
Foucault, who appears but twice from 1977 to 
1985 in AOS bibliographies, appears 52 times 
from 1986 to 1988! Habermas appears first in 
1984 and 14 times in the following three years, 
while Adorno, Althusser, Derrida and Gramsci 
all put in frequent mid-1980s’ appearances. A 
' dialogue within Critical Accounting also begins, 
with Tinker, for example, enjoying 25 AOS 
literature citations in 1987 alone. The odd 
mention of theorists such as Gadamer, Ricoeur, 
de Saussure, Roland Barthes, Nietzsche and anti- 
foundationalist anti-“science” writers Paul 
Feyerabend (15 citations 1987--1988 ) and Bruno 
Latour round out the intellectual foundations of 
Critical Accounting — a foundation, as men- 
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tioned at the outset ofthis section, quite similar 
to that of Critical Legal Studies. The application 
of these parallel intellectual heritages is the 
topic of our next section. 


Critical practices — parallel trends 

In the short Critical histories of accounting 
and law, a number of common themes or 
approaches have arisen which have come to 
characterize the two movements. This section 
closely examines several key texts from the 
literature of these two disciplines, and is 
organized around four of the major tendencies: 
the archaeo-historical, the epistemological, the 
deconstructive, and theories of contract. The 
analysis presented will attempt to show that 
although Critical Accounting interventions in 
AOS are quite technically proficient, they often 
(although not always) fall short relative to CLS 
in pinpointing the institutional, practical or 
political implications of the theories they 
develop. In the section on “Critical Practices — 
CLS Alone” which follows this one, we will see 
that the CLS/CA difference is even greater in 
other, “non-scholarly” domains. 

Archaeo-historical. By 1990 most scholars in 
the human sciences had become aware of the 
work of Michel Foucault, the late French master 
thinker who, as I noted earlier, is a major source 
of inspiration for modern intellectuals in every 
discipline. Without a long citation of Foucault’s 
works, we can attribute to him numerous 
revolutions in historical and social thinking, 
including: specific institutional histories written 
as paradigms for larger historical situations; 
history conceived as a history not of “facts” but 
of discourses or “discursive practices”; the 
notion of the episteme — an historically 
changing mindset which accounts for similar, 
simultaneous historical shifts in disciplines as 
seemingly unrelated as biology, linguistics and 
economics; the mutual interdependence of 
knowledge and power; the reconception of 
power in society as emanating not from central 
sources such as government, but rather as “a 
multiple network of diverse elements — walls, 
space, institution, rules, discourse ... a strategic 
distribution of elements of different natures and 
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levels” (Foucault, 1977a, p. 307); and finally the 
related notion that therefore resistance to 
power must come locally, in the everyday, and 
at every point. 

The integration of Foucault into Critical Legal 
Studies has been broad and deep. While there 
are no practicing “technical Foucauldians” in 
CLS, an entire genre of CLS writings — the 
targeted, highly theorized exposé of a particular 
repressive effect of a given legal system — 
Stands as unfootnoted homage to Foucault’s 
work. On the level of Critical legal theory, it is 
common to find in the closing paragraphs of 
long, complex, seemingly unFoucauldian Critical 
essays in legal theory, long revelatory excerpts 
from Foucault, or Foucauldian sentences such 
as “At the level of theory, global theory must be 
replaced by a local set of theoretical practices” 
(Heller, 1984, p. 196), or “Finally, I sketched 
out a vision of ‘local’ theory — a partial, 
nonprivileged account of particular areas of life 
that is informed by the mediating devices that 
the tension has uncovered” (Boyle, 1985, 
p. 778). . 

In Critical Accounting, the deployment of 
Foucault has been at once less widespread and 
more, shall I say, procedural: Critical Account- 
ing employs Foucault’s model of how to write 
history, without abiding by the vision of 
Foucault’s overall project. Critical Accounting’s 
Foucault-inspired papers (e.g. Hopwood, 1987; 
Miller & O’Leary, 1987; Hoskin & Macve, 1986, 
1988) focus on early formal accounting prac- 
tices by using the Foucauldian model of 
discursive institutional history, and so detail the 
development of particular, exemplary, or “con- 
Stitutive” early accounting systems such as 
those at Wedgwood or West Point. To take one 
notable example, Miller & O’Leary (1987) 
rewrite the history of the early 20th century 
development of standard costing and budgeting 
theories; their paper “takes much of its inspira- 
tion from the work of Michel Foucault” 
(p. 237). 

In keeping with Foucault’s rejection of any 
“science” of the social, Miller & O’Leary first 
scrap the notion that the development of 
theories of standard costing and budgeting is 
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the story of rational advances in neutral financial 
observation or representation (p. 239). Rather, 
they begin by reconceiving these early develop- 
ments in accounting as a rendering visible of 
crucial aspects of firm performance, with the 
focus of this visibility the individual person — a 
focus obtained by “surrounding the individual 
at work by a series of norms and standards” (p. 


_ 239). Demonstrating that historical shifts in 


knowledge are never the result of isolated 
advances, Miller & O'Leary link this “surround- 
ing” of the individual to the contemporaneous 


emergence of a range of discourses and practices which, 
in both Britain and the U.S.A. in the early years of this 
century, concerned themselves with the physical and 
mental health of the population ... They took as their 
object ... detailed questions concerning the habits, life- 
styles and activities of the individual (p. 242). 


Employing copious references to academic, 
political and governmental documents of the 
day, the authors then locate this “rendering 
visible” in at least three different fields: “the 
discourse of national efficiency” (p. 243), 
“philosophical and sociological conceptions of 
a rationally adminstered social” (p. 246) and 
“some actual practices of socio-political manage- 
ment” (p. 248). In keeping with the Foucauldian 
model of highly detailed specific institutional 
histories, Miller & O’Leary then return from the 
general back to the particular: the firm as the 
example par excellence of this new observa- 
tional focus on the individual. The authors 
quote extensively from the celebrated rational- 
izer F.W. Taylor and from contemporaneous 
early industrial psychologists. Through this 
point in their detailed paper, and through their 
subsequent gestures to the influences of early 
accounting on more recent practices, Miller & 
O'Leary provide a rich Foucauldian account of 
accounting, substantially enriching, or rather 
reorienting, our understanding of costing history. 

It is with their conclusion, however, that one 
begins to question how carefully the authors 
considered what Michel Foucault was trying to 
accomplish in the first place. For Miller & 
O'Leary finally come to regard the discourses 
and practices they have examined as embodying 
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not sheer power but “a positive concern to 
take and to improve the life of the person. Quite 
literally, the person was to be worked upon, to 
be managed through a series of interventions 
into an enhanced state of life” (p. 261). It is this 
unqualified embrace of the effects of power that 
also led Miller & O’Leary’s discussant Boland 
(1987, p. 270) to echo, without the slightest 
hint of abashedness or irony, that “power and 
repression of the individual is not negative or 
prohibitionary, but a positive organizing force”. 
That Foucault would oppose totally any such 
Sanguine conclusions about the effects of 
power would seem to ooze from the pages of 
every book he ever wrote, and from the 
transcripts of every interview he ever gave. For 
his decisions to focus on certain institutions 
such as prisons and madhouses were motivated 
not so much by curiosity or randomness as they 
were motivated by a sense of metaphor, 
metaphor for a society he sees as fundamentally 
imprisoned. To excerpt from among dozens of 
available passages stretching over a decade: 


I was surprised that so many who had not been to prison 
could become interested in its problems, surprised that 
all those who had never heard the discourse of inmates 
could so easily understand them ... Isn’t this because, in 
a general way, the penal system is the form in which 
power is most obviously seen as power? ... What is 
fascinating about prisons is that, for once, power doesn’t 
hide or mask itself; it reveals itself as tyranny pursued 
into the tiniest details; it is cynical and at the same time 
pure and entirely “justified”, because its practice can be 
totally formulated within the framework of morality 
(Foucault, 1977b, pp. 209~210). 


Yet somehow Miller & O’Leary miss the tyranny 
pursued into the tiniest details and can only 
conclude their paper by valorizing the current 
state of power in accounting: 


... what is at issue in these more recent developments is 
a form of power which operates through freedom: a 
freedom for the individual to have an informed life 
within the organization, to deviate from criteria of 
rationality, to brood on personal problems ... we would 
suggest that accounting today can be viewed as in 
continuity with, albeit in a considerably modifed form, a 
mode of exercise of power which was installed in the 
early decades of this century (p. 263). 


TII 


My question is this: have the authors missed the 
Foucauldian critique of early-1900s’ Taylorism 
in Power/Knowledge (Foucault, 1980, pp. 162— 
163)? Have they passed over Foucault’s oft- 
quoted query, “Is it surprising that prisons 
resemble factories, schools, barracks, hospitals, 
which all resemble prisons?” (1977a, p. 228)? 
And more importantly, have they ignored the 
critical concluding page in Foucault’s single 
most famous work? 


... in the central position that [the prison] occupies, it is 
not alone, but linked to a whole series of ‘carceral’ 
mechanisms ... which all tend, like the prison, to 
exercise a power of normalization. ... these mechanisms 
are applied not to transgressions against a ‘central’ law, 
but to the apparatus of production — ‘commerce’ and 
‘industry’ — to a whole multiplicity of illegalities, in all 
their diversity of nature and origin, their specific role in 
profit ... In this central and centralized humanity ... we 
must hear the distant roar of battle (1977a, p. 308). 


What is clear from these juxtaposed passages, 
as would also be clear from juxtaposing many 
other works by Foucault with so much archaeo- 
historical accounting, is that Critical Account- 
ing is far more politically conservative than 
both its Critical Theory antecedents and its 
Critical Legal cousins. The three basic modes in 
archaeo-historical accounting’s political timidity 
are, firstly, disengagement (e.g. Hopwood, 1987); 
secondly, equivocation (e.g. “There can be no 
doubt of the extraordinary power of the 
disciplinary system ... but yet it remains a 
questionable regime of power-knowledge prac- 
tices” [Hoskin & Macve, 1986, p. 135]); and 
thirdly, Foucauldian reversal (as in Miller & 
O’Leary, above ). Finally, one cannot claim that 
such “neutral observer” Foucauldian analyses 
are necessary precursors to later Foucauldian 
critiques, at least not without reasserting an 
objective, pre-critical ground on which one can 
stand. We will pursue the reasons for this 
relative timidity later. 

Epistemological. Says Webster of epistemo- 
logy: “the study or a theory of the nature and 
grounds of knowledge esp. with reference to its 
limits and validity”. The second motif common 
to both Critical accounting and law is the attack 
on the realist epistemologies which undergird 
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both normative/formalist and social-science 
theory: that reality consists of a world “out 
there” which exists independently of the 
knower; that such a world is objectively 
describable and measurable; and that suitably 
precise language (including mathematical lan- 
guage ) can transparently do this describing and 
measuring. Despite the fact that such simplistic 
realism has been dead in the pure sciences for 
over half a century, and in philosophy since the 
turn of the century, the realist illusion is still 
alive and well in certain backwaters of intellec- 
tual life, such as traditional Anglo-American 
jurisprudence, and those many parts of modern 
economics which do not problematize the 
information they employ. 

Because the Critical Accounting attacks on 
objectivism (not mounted by all “Critical” 
accountants) have been made in such a broad 
variety of ways, a detailed explication of one of 
them (as in the previous section on archaeo- 
logy) would not do justice to the actual range 
of work. Rather, a brief, selective survey will 
suffice. To begin with, Ansari & McDonough 
(1980) term their alternative to objectivism 
“intersubjectivity”, a notion in the Kantian 
tradition which sees reality as constituted 
mutually by subjects and objects.'* In contrast, 
Sotto (1983) identifies accounting’s objectivist 
tendency as a longing for a scientific utopia, 
while Hopper et al. (1987) attempt to replace 
objectivism with a dialectical approach in the 
Marxian and Gramscian tradition. 

Lavoie (1987) appeals to a “hermeneutical” 
(interpretive) view of accounting research, 
using language (as in “accounting is the language 
of business”) as his central metaphor. Since the 
pioneering research on Native American lan- 
guages by Sapir and Whorf (e.g. Whorf, 1956) 
in the first half of this century, it has been clear 
that language shapes or constitutes rather than 
describes reality. Thus Lavoie’s paper correctly 
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restores to the unthinkingly used “language of 
business” metaphor its true anti-realist implica- 
tions. Hines (1988) takes a completely different 
approach by trying to fit her medium to her 
message. Rather than making a rational argument 
for anti-rationalism, Hines produces a long, 
fascinating, problematized dialogue describing a 
business organization, taking as her literary 
model a well-known book of mystical conversa- 
tions with a Mexican Indian sorcerer (Castaneda, 
1968). For the benefit of the traditional reader, 
Hines shifts back to rational discourse in her 
extensive endnotes to buttress her view of 
“constructed realities”. Finally, Morgan (1988) 
also makes the anti-objectivism case, principally 
by means of a literature review encapsulating 
the long series of metaphors which have been 
used to shape recent accounting theory: account- 
ing as history, economics, information, rhetoric, 
ideology, mythology, magic, etc. 

It is clear that each and every one of these 
inhomogeneous interventions (indeed I sample 
only five of some 20 possible examples) do 
damage to the objectivist pretensions of both 
normative and positive accounting research. 
But what is less clear about these anti-objectivist 
papers is the classic question “So what?” What’s 
at stake in these attacks? What’s the point? Or, 
what is the goal of such anti-realist works? We 
may discount at least three of the traditional 
explanations for accounting research: firstly, 
that it’s to imcrease the accuracy of the 
discipline (since they deny accuracy in the first 
place); secondly, that it serves to maintain the 
privilege of the existing economic élite (this 
persuasive view (e.g. Tinker et al., 1982) would 
not apply to such oppositional theorizing); and 
thirdly, that its objective is to promote the 
academic careers of its writers (this explana- 
tion reveals nothing about the anti-realist 
approach, since it would apply to all other 
approaches as well). 


12 The reader who wishes to pursue the question in its original formulation is referred to Kant’s Critique of Pure Reason 
and Critique of Judgment, the latter from which: “The understanding, by the possibility of its a priori laws for nature, gives 
a proof that nature is only cognized by us as phenomenon and implies, at the same time, that it has a supersensible 
substrate, though it leaves this quite undetermined’ (Kant, 1790, p. 33, italics in original). 


ACCOUNTING ON TRIAL 


And so what are the goals of Critical 
Accounting’s anti-objectivists? For Morgan 
(1988, p. 484) it seems to be to promote a 
“reflective and critical understanding” that 
would “address many of the problems and 
tensions that characterize relations between 
accounting, organizations and society”. Hines 
(1988, pp. 258-259) is only slightly less 
nebulous about consequences when she main- 
tains in a buried footnote that “by influencing 
conceptions of reality ... one influences social 
action”. Though she maintains that existing 
positivist research legitimizes “the social, poli- 
tical, and economic interests in the status quo” 
she does not explain exactly why her delegitim- 
ization might be desirable. Sotto (1983, p. 70) 
is contradictory about the utopian impulse in 
accounting, for while he suggests that account- 
ing be given a strengthened role in society 
since it is neutral “with respect to the reality 
observed”, he cannot then explain why, if this is 
a neutral tool, “there have been no serious 
attempts by working-class political forces” to 
use social accounting in their program of 
reform. 

For Lavoie (1987, p. 601), the consequence 
of non-objectivist epistemology is that account- 
ing must then come to terms with the “bidirec- 
tional nature of the market communication 
process and the nature of the information that 
gets communicated in each direction” (see 
footnote to Kant, above). For Lavoie, such a 
model would fulfill accounting’s “theoretical 
‘responsibilities’ to come to terms with account- 
ing as practiced in the real business world”, 
This goal, of course, is mostly a reinscription of 
everybody else’s realist desires, which posit a 
“real world” accessible independently of models. 
Finally, Ansari & McDonough’s “intersubjective” 
replacement for objectivist epistemology seems 
to imply at least four different things (1980, pp. 
140-142): that accounting must encourage 
“pluralism”; must “make its values explicit’; 
must “leave the familiar havens of form for the 
uncharted waters of substance”; and, fuzziest of 
all, must “facilitate the natural expansion and 
integration of the growing intersubjective com- 
munity which defines the socio-political realm 
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of accounting”. Needless to say, all this is not an 
action program you can go out and do a lot 
with. 

In sum, while Critical Accounting makes fine 
and varied theoretical attacks on traditional 
objectivism, it has suggested no serious or 
consistent consequences for its critique. This 
perhaps explains why no researcher in the 
realist or objectivist camps has seen fit to 
defend his or her epistemological turf: because 
the Critical attacks have placed nothing at stake. 
In the pages of AOS and other major journals, 


_ one finds no anti-Crit rebuttal, no flood of impas- 


sioned responses from Chicago or Rochester, in 
short no real counterattack by the high priests 
of the received faith. Why is this? Is it because 
accounting’s Critical epistemological theorizing 
has gone on in closed rooms only? If so, then 
this is a major weakness, for how can you claim 
to have attacked, if your adversaries are still not 
aware that they have anything to lose? 

Such is not the case, however, in Critical 
Legal Studies, for in its highly consequential 
attack on traditional legal epistemology, CLS 
both encompasses and surpasses the efforts of 
its accounting cousins. Like Critical Account- 
ing, CLS also sees reality not as objectively 
available outside of discourse, but as socially 
constituted in signifying systems. But unlike 
Critical Accounting, CLS makes clear what is at 
stake in this battle over reality: control over 
social “facts”, and control over the U.S. Constitu- 
tion. On the social facts front, for example, CLS 
scholarship demands to know how American 
law can be called objective if its “facts” 
underwrite definitions which imprison a higher 
proportion of its population than any nation in 
the world save the U.S.S.R. and South Africa 
(Rudovsky, 1982). With liberalizations under- 
way in these latter two countries, one wonders 
how long before the declared war on the legal 
fact of “drugs” will vault the U.S. into the ` 
coveted no. 1 spot. 

Let us cut to “hard science” for a moment, to 
examine the status of facts in that domain; 
this will be of interest to those accounting 
researchers who would feel that “being truly 
scientific” or “positive” would solve fheir 
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problems (or at least, and more precisely, get 
them published), and who thus try to ape what 
they think “objective hard science” is. In a 
recent article tellingly entitled “Taxonomy as 
Politics”, the noted Harvard paleontologist 
Stephen Jay Gould (1990) questions the 
“science” that classifies some highly addictive, 
hugely lethal drugs as legal (such as alcohol and 
tobacco ), while declaring criminal other more 
innocuous substances (such as marijuana and 
opium). Gould dismantles the objectivist pre- 
tensions of all naming, writing that: 


Taxonomy, or the study of classification, occupies a low 
status among the sciences because most people view 
the activity as a kind of glorified bookkeeping dedicated 
to pasting objects into preassigned spaces in nature's 
stamp album. This mistaken judgment rests on the false 
premise that our categories are given by nature and 
ascertained by simple, direct observation ... our 
classifications are human impositions, or at least 
culturally based decisions on what to stress among a 
plethora of viable alternatives (Gould, 1990, p. 73). 


This implies of course that there are no 
positively, objectively, or empirically identifi- 
able “drugs” — or “firms”, “costs”, or “profits”, 
for that matter. There are only human (i.e. 
cultural, social, political) definitions of what 
these (and any) terms mean. CLS argues that 
the invocation of “scientific objectivity” (which 
does not exist) thus becomes just one more 
rhetorical strategy, and, since the right to claim 
this rhetorical prize has historically been pos- 
sessed by those already in power, the appeal to 
objectivity is essentially: conservative in nature; 
it favors the status quo. In the sharp words of 
Harvard legal philosopher Roberto Unger, in 
the hands of traditional jurisprudence the social 
sciences have been 


perverted into the source of argumentative ploys with 
which to give arbitrary though stylized policy discus- 
sions the blessing of a specious authority (1983, p. 432). 
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In the Constitutional debate within CLS, the 
consequences of epistemology have been made 
equally clear. On one side are ranged the 
objectivists or “strict constructionalists” such 
as Judge Robert Bork (e.g. 1984), who claim 
that the Constitution is a stable document 
whose unchanging meaning is contained in the 
text itself and in the objectively determinable 
intentions of its framers. The opposing “inter- 
pretivist” camp points to many inconsistencies 
with a jurisprudence of original intent: didn’t 
the framers in fact have many and conflicting 
intents? How can we decide which predominate? 
What would the Constitution mean if we found 
that the drafters of the free speech amendment 
had owned newspapers? If textual interpreta- 
tion were objective (a position virtually no 
serious literary critic holds today), this would 
imply that the Constitution means the same 
thing today as it did in 1789. If so, how can we 
account for the shifting rulings that have 
derived from it? How can we claim that it 
speaks to questions of biotechnology? Would 
“the right to bear arms” then only refer to 
loose-powder muzzle-loaders? And how can the 
judiciary explain its progressive effect on 
American history? Such public debates over 
Constitutional (and, in the U.K., common-law) 
epistemology should be sufficiently familiar to 
most readers as to not require further elabora- 
tion. The point for accounting, though, remains: 
claims to epistemology do have consequences, 
and these consequences must be insisted upon 
if one wishes anybody to engage you in serious 
debate. 

Deconstruction. The third general Critical 
approach we will deal with here is deconstruc- 
tion, a stance which has surfaced recently in 
both CLS and Critical Accounting work.’ 
Because of deconstruction’s importance, we 
will spend some time on it. “Deconstruction” 
was invented by the charismatic Franco-Algerian 


13 For introductions to deconstruction generally, begin with the perceptive, accessible Campbell (1986). More thorough 
guides include especially Culler (1982), and also Leitch (1983). The “horse’s mouths” (or pen-wielding hooves) are of 
course the mightily dense works of Jacques Derrida. The three selections in Adams & Searle (1986) are excellent places to 


begin, 
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philosopher Jacques Derrida in the mid-1960s. 
Deconstruction was taken up in the 1970s in 
the U.S. largely by literature departments and 
achieved a major position there by the mid- 
1980s. Since then deconstruction has invaded 
countless other disciplines; a recent check on 
the “Infotrac” database reveals art, architecture, 
education, feminism, linguistics, political science 
and theology among them. Deconstruction has 
a ten-year history in law, the subject there of 
articles, conferences, controversies and indeed 
writings by Derrida himself. In Critical Account- 
ing, however, the first shots in the deconstruc- 
tionist battle have only just been fired. 
Deconstruction (which like Marxism no longer 
consists solely of its progenitor’s thought) follows 
in a broader 20th century tradition of uncertainty, 
‘undecidability, or subject-position principles. 
Like the writings of its predecessors Nietzsche 
and Heidegger, deconstruction attempts to 
break free of the rationalism or “logocentrism” 
that has prevailed in Western philosophy at 
least since Descartes, and does so in a very 
particular fashion. Deconstruction holds that 
the meaning of any verbal text is undecidable 
‘and in fact self-subvertible; each text contains 
the seeds of its own hermeneutic self-destruction. 
In other words, deconstruction holds that to 
undermine a particular argument or piece of 
research you do not need to bring in some 
outside theory or “better” stance; rather, to 
take apart or “deconstruct” any given work, you 
need only use the very terms the work uses to 
ground itself. Much of deconstruction’s strength 
derives from its practice: up against a savvy 
deconstructionist one cannot come up with any 
unassailable account of what a particular poem, 
novel, Management Discussion and Analysis, or 
theory of accounting means. If this explanation 
of deconstruction is not that helpful (explana- 
tions of deconstruction seem never to be clear 
enough), perhaps a concrete demonstration of 
deconstruction at work in accounting will help. 
In a dense, remarkable recent paper, “Letting 
the Chat out of the Bag”, Arrington & Francis 
(1989) introduce deconstruction to account- 
ing audiences and provide a corrosive example 
of deconstruction at work, dismantling on its 
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own terms Michael Jensen’s influential “Organ- 
ization Theory and Methodology” (1983) — an 
attempt to found a positive accounting theory. 
After outlining their general philosophy, Arrington 
& Francis do their work of deconstruction in a 
series of what they call “moves”. Their first 
move applies Derrida’s “aporia”, or self 
engendered paradox (p. 10), to Jensen’s asser- 
tion that positive theories “are required for 
purposeful decision making”. Since Jensen’s 
assertion implies that before the development 
of positive theories, decisions can only be 
unpurposive, we are left, pre-positive-theory, 
with the impossible task of developing positive 
theories when we can only make unpurposive 
decisions! 

Arrington & Francis’s second move is a 
classic Derridean reversal of an accepted hier- 
archy, in this case that of positive/normative. 
(The reader will recall from an earlier section 
that this debate is not new.) How is it possible, 
the authors ask, to develop a positive theory in 
a non-normative way? “What would such a 
positive theory look like? With no goals, no 
values, no objective function, the researcher 
would have no basis to decide what aspect of 
how the world behaves to investigate” (p. 
11). The authors employ Derrida’s (1972) 
“differance” (a French neologism encompas- 
sing “differ” and “defer” ) to describe the twin 
faces of Jensen’s impossible desire: to have 
positive and normative differ, and to defer the 
normative until the positive is in place. Moves 
three and four (pp. 13—15) for Arrington & 
Francis employ Derrida’s (1967) concept of the 
“dangerous supplement”: a supposedly peri- 
pheral item which is in fact necessary to the 
supposedly complete thing in the first place; an 
add-on which reveals a lack. The authors 
identify Jensen’s “tautology” of survival of the 
fittest as such a supplement. Without this 
undisprovable (i.e. unscientific) political belief 
which masquerades as science, they suggest, 
supposedly self-sufficient positivist observation 
could not alone produce Jensen’s positive 
accounting. 

Move five (pp. 15—16) is another Derridean 


hierarchy-reversal, focusing on Jensen’s call to 
e” 
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“philosophy” to buttress or supplement his 
“positivism”. Jensen wishes to be simply “posi- 
tive” and avoid “logical positivism, a school of 
thought in philosophy which has been contro- 
versial” (Jensen, 1983, p. 320). Pointing out 
that logical positivism in fact was an advance 
over an earlier and faulty naive positivism 
which Jensen seems to embrace, Arrington & 
Francis conclude that “calling logical positivism 
controversial from a positivist perspective 
is like calling Einstein controversial from a 
Newtonian one” (p. 16). In Arrington & 
Francis’s sixth move (pp. 16—18), the authors 
employ the Derridean “trace” to show how, 
despite a rhetoric of a total break with norma- 
tive accounting, Jensen’s paper reproduces 
large parts of the text of the normative 
standards of ASOBAT (the American Account- 
ing Association’s “Statement of Basic Account- 
ing Principles”). After two more “moves” 
(space does not permit us to examine all of 
them), Arrington & Francis’s ninth and final 
move (pp. 20-21): again makes use of the 
notion of the supplement — the add-on which 
reveals a lack. Though Jensen employs the 
terms “science”, “scientist” and “scientific” 31 
times in his exposition of positive accounting 
research, he qualifies this frequently with 
appeals to the need for “qualitative” and 
“institutional” evidence, much of which “can- 
not be summarized by measures using real 
numbers”. Arrington & Francis use this evident 
supplementarity to imply that Jensen’s “science” 
cannot in fact stand alone, that it is more like 
Feyerabend’s (1975) “anything goes”, that it 


seems little more than a rhetorical ploy to have one’s 
cake (the privilege of science) and eat it too (without 
going through the “rigor” of scientific practice) ... The 
extra-science appeal subverts the rhetoric of Science 
which he uses to ground and privilege positive theory 
over the presumably nonscientific theories he is in 
competition with (p. 21). 
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If Arrington & Francis’s paper is any indica- 
tion of the power of deconstruction in account- 
ing theory, and I think it is, then deconstruction 
may be a powerful force indeed in Critical 
Accounting. Still, there are some important 
points that must be made about what Arrington 
& Francis have done. Firstly, deconstruction is 
not a toy, not a game, not a collection of tools to 
use or techniques to master —- “supplement”, 
“trace”, “aporia”, etc. — for as Derrida writes, 


I utilize such concepts, like many others, only for their 
Strategic convenience and in order to undertake their 
deconstruction at the currently most decisive point 
(Derrida, 1972, p. 12).'4 


In fact, as the late Yale literary critic Paul de 
Man points out about deconstructive readings, 


The reading is not “our” reading, since it uses only the 
linguistic elements provided by the text itself ... The 
deconstruction is not something we have added to the 
text but it constituted the text in the first place (1979, 
p. 17).!° 


And from this the only possible conclusion is, as 
Arrington & Francis rightly point out, that there 
is no reason that what they did to Jensen cannot 
be done to anybody else, themselves and myself 
and yourself included. 

No doubt the reader who has grasped the full 
implications of the deconstructive challenge 
will have some serious questions about it. And 
so, because the deconstructionist attack on 
accounting has only just begun, it would be 
useful to examine the longer wars deconstruc- 
tion has fought in literature and law. The most 
common critique of deconstruction in both 
disciplines has been that it is nihilistic, since 
with it one can undo any meaning. Critics (e.g. 
Eagleton, 1983, pp. 127—150) have focused on 
the political and moral implications of this, 
imagining, say, the enormous danger involved 


'4 Because these tools are strategic rather than essential, it is unimportant that Arrington & Francis slightly misread the 
implications of “difference”, or employ an only partly Derridean concept of “intertextuality”. 


15 The specific reason for this is grounded in a concept of language first developed by Saussure (1915) which views 


language as non-referential and purely differential. 
© 
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stance within the legal profession, and has gone 
beyond pure critique by presenting alternative 
programs for justice. In my view, these four 
characteristics — “high theory”, everyday or 
“low” critique, institutional auto-critique, and 
alternative proposals — are as interdependent 
as the four legs of a table: neglect any one, and 
the stability and durability of the overall 
structure is severely compromised. Having 
gone into great detail on the first, high-theory 
leg, this paper will examine the latter three legs 
neglected by Critical Accounting in the para- 
graphs which follow. 

The first of these three CLS-only legs is what 
might be called the daily-life-of-the-law exposé, 
a genre of works which is simply not present in 
published Critical Accounting circa 1990.17 In 
this genre, Critical legal scholars in a sense “go to 
the street” to unmask what effects existing juris- 
prudence has on a broad variety of aspects of 
everyday, individual lives. This strategy has 
been targeted at numerous areas, only a few of 
which space permits mention of here. Freeman 
(1978) examines how law has been both 
protector and perpetrator in the battle over 
racial discrimination, while Olsen (1983) 
demonstrates how courts have “objectively” 
defined family relationships to the detriment of 
the freedom of women. Klare (1982) focuses 
on the implications of Critical theory for 
collective bargaining and labor law, while 
Chambliss, Kelman and Rudovsky (three articles, 
all 1982) propose revisions of, respectively, 
crime statistics, the science of “criminology”, 
and the role of the police in adjudication of 
“crime”. 

As noted above, contracts have been a 
frequent area of daily-life focus in CLS, while in 
another domain, Tushnet (1982) re-examines 
the “neutral” American legal principle that 
corporations are “persons” in their right to free 
speech. Importantly, too, MacKinnon (1983) 
exposes the male-typical views embodied in 
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legal definitions of rape, and proposes a radical 
and feminist redefinition of the crime. These 
diverse efforts, to summarize their common 
thread, consist of showing, in a single, targeted, 
concrete and contemporary domain, how legal 
principles which are made at first glance to 
seem “basically uncontroversial, neutral, accept- 
able” (Gordon, 1982, p. 286), are in fact 
inevitably and historically contingent, gender- 
and race-biased, ideologically loaded, and 
operate in a way to preserve the dominance of 
those who write the laws — in short, that they 
are not objective prescriptions but matters for 
serious policy debate. One might speculate on 
why this type of study is not present in Critical 
Accounting work as of this writing, but it is 
certainly not for lack of any subject matter. 
The second of the three CLS-only Critical legs 
is the maverick posture within the profession. 
It must be said first of all that Critical Accounting 
scholars have been courageous in many ways. 
They have initiated discourses which if accep- 
ted would call into question the principal 
works of countless influential accounting re- 
searchers. They have introduced new and 
difficult thinkers into the literature, and have 
experimented with research conventions: exe- 
gesis of classic French philosophes (Tinker, 
1988) and political thinkers (Sotto, 1983); five- 
act dramas (Pinch et al., 1989), and even, as 
mentioned before, dialogue with fictional 
Mexican sorcerers (Hines, 1988). Nonethe- 
less, there is at the same time a clear institu- 
tional restraint, characteristic of the profession 
generally, present in Critical Accounting work. 
The rarity of direct Critical attacks (despite 
serious differences) on specific objectivist 
authors and papers, the general absence of 
published challenges to the profession itself or 
the institutions that comprise it, and the 
generally polite prose style of Critical Account- 
ing are all evidence of its professional moderation. 
The legal Crits in contrast are quite another’ 


17 The incisive, muckraking work of the American Abraham Briloff in Barron’s financial newspaper and elsewhere would 
count as “Critical Accounting” save for its untheorized realism. This of course raises the important question (addressed in 
part in the conclusion) of whether a theoretical purity or an ends-based pragmatism should form the basis for CA. 
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breed. They write distinctively — part sarcastic 
“trashing” of traditional legal scholarship, part 
dense theory, and part visionary excess — , 
espouse solidarity, and above all stand in 
institutional opposition to the legal/academic 
establishment. Witness the opening passage of a 
celebrated article by Harvard Law professor and 
CLS “founding parent” Duncan Kennedy: 


... the modern law school seems intellectually unpre- 
tentious, barren of theoretical ambition or practical 
vision of what social life might be. The trade-school 
mentality, the alternating grimness and chumminess of 
focus on the limited task at hand, all these are only a part 
of what is going on. The other part is ideological training 
for willing service in the hierarchies of the corporate 
welfare state (1982, p. 41). 


Or even better, try this picturesque passage by 
Mark Kelman (1984, pp. 320-321), recalling 
his days at Harvard Law School, in the presti- 
gious pages of the Stanford Law Review: 


Arguing that standard legal argument is vague, non- 
empirical, windbag rhetoric is just not worth it. ... 
Mercifully, ’ve burned the notebooks. Recalled in brief 
snippets, it all seems vaguely whimsical — even a bit 
jolly in its slap-dash way. Read straight through, it’s a 
fucking oppression. 


“To take just one more notable example, we shift 
to the “visionary” rather than so-called “trash- 
ing” mode of Critical Legal writing; the follow- 
ing passage concludes legal philosopher Roberto 
Unger’s crucial piece “The Critical Legal Studies 
Movement”, considered to be one of the pivotal 
(though, in a plural movement, not “defining” ) 

. documents of CLS as a whole: 


When we came, they were like a priesthood that had 
lost their faith and kept their jobs. They stood in tedious 
embarrassment before cold altars. But we turned away 
from those altars, and found the mind’s opportunity in 
the heart’s revenge (Unger, 1983, p. 432). 


In sum, since the legal Crits see no difference 
between the standard legal theory they oppose 
and the institution that created it, these scholars 
adopt a no-holds-barred style. From their pro- 
posal to establish lottery admissions to Harvard 
Law School to their annual summer camps, 
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Critical legal scholars consider their intellec- 
tual work and their institutional stance to be 
two sides of the same coin. As for the reasons 
why they do this, or find it possible to do 
this, we will defer until the end of the next 
section. . 

The third and final non-Critical Accounting 
leg here considered is CLS’s radical political 
program. While CLS occupies no identifiable 
point on the political spectrum (neither Socialist 
nor Green, for example), and while every CLS 
writer would define his or her program dif- 
ferently from the next, some common traits are 
clear. At a bare minimum CILS is highly 
dissatisfied with the current effects of the legal 
system. This is seen in CLS’s focus on “street” as 
well as on historical and theoretical issues, and 
in its undiluted declaration of the “undeniably 
numerous, specific ways in which the legal 
system functions to screw poor people” (Gordon, 
1982, p. 286), or that law essentially consists of 
“a small group of old white men deciding which 
members of the underclass to send to prison” 
(Taibi, 1989). The CLS program is anti-pure- 
capitalism and anti-hierarchical, quite experi- 
mental and.often highly spiritual. 

As with the Legal Realists, however, the CLS 
alternative programs are what run them into 
trouble. On the practical front, CLS does 
attempt to reach out and does engage many of 
its members in fighting concrete injustices, but 
the bulk of such work seems still to be done in 
more traditional left-realist modes. On the 
theoretical alternative-program front, however, 
having rejected just about everything currently 
existing, legal Crits are left hypothesizing about 
“destabilization rights’, “reimagined trans- 
formative politics” (both Unger, 1983), and 
“unalienated relatedness” (Gabel & Kennedy, 
1984), or suggesting that “we should alter the 
social conditions that cause loneliness” (Singer, 
1984, p. 69). Understandably, these ideas have 
not yet been implemented. In practical terms, 
to conclude, though its critiques are clear 
enough, with its arcane prose and elusive 
proposals CLS has not only failed among 
intellectuals in developing respectable alterna- 
tives, it has frozen out the working classes and 
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daily-grind leftist lawyers it sought to ally with 
and empower in the first place. 


Why the differences between CLS and Critical 
Accounting? 

The question, after all this enumeration of 
CLS vs Critical Accounting differences, is why, 
with so many social and theoretical homologies 
between accounting and law, and with such 
intellectual and theoretical parallels between 
CLS and Critical Accounting, are Critical Account- 
ants so much less academically “street-oriented”, 
institutionally maverick and politically radical 
than their legal counterparts? Why, indeed, 
would the conviction that “rational” account- 
ing is a social mystification whose terms are 
controlled by a very specific race- gender- and 
class-segment of the population offend Critical 
Accountants epistemologically, but not politic- 
ally? Or, is it that Critical Accountants are 
offended, but do not or cannot, under the given 
circumstances, say so very loudly? Obviously, as 
an outsider I do not have an answer to these 
questions. But I do find some indications. 

One clear cause of this moderation is the 
social nature of accounting — the traditionally 
polite and stewardly attitude of its professionals, 
a tradition (or cloaking rhetoric) markedly 
absent among lawyers trained to argue. Indeed, 
law is much more openly organized along 
advocacy lines, leading to more rapid accept- 
ance of relativist theories than would be the 
case in accounting, whose more monolithic 
apparatus of truth-production conceals its true 
advocacy roles. A second reason lies in the 
hopelessly indirect social-science prose style of 
accounting research, which has at least three 
modes which all readers will recognize: firstly, 
obfuscatory agentlessness —- “the principal 
findings are that” (Houghton, 1987, p. 143 
.Abstract); secondly, (twice-, thrice- or) four- 
times-removed — “this paper represents an 
attempt to understand” (Armstrong, 1987, p. 
415 Abstract); and thirdly, timorous, especiaily 
in situations where controversy or opposition 
might arise — “Indeed, we would be anxious to 
avoid any impression that critical studies in 
accounting are anything other than a collection 
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of diverse and stimulating contributions ...” 
(Cooper & Hopper, 1987). Set the house on 
fire, Dad, me? No, Pm just doing a little 
combustion theory here! 

A third clear cause for Critical Accounting’s 
restraint is that the effects of accounting may 
seem to be far more diffuse and far less dramatic 
than the effects of law, which feature state 
executions, twenty years in the slammer, billion- 
dollar divorces, and so on. There are no media 
Stars in accounting. In Foucauldian terminology 
(1977a), accounting’s effects are more pan- 
optical than corporeal. But of course, since 
Foucault demonstrates that panoptical power is 
no less oppressive than the corporeal, and must 
be confronted at every point, this should only 
spur Critical Accountants to more rather than less 
vigorous engagements. Again quoting Foucault 
(1977a, p. 308), “in this central and centralized 
humanity ... we must hear the distant roar of 
battle”. A fourth cause for Critical Accounting’s 
weakness might be a lack of Critical self- 
declaration of community (diffusion is no 
recipe for strength ), though recent and planned 
“Other Voices” or “Critical Approaches” con- 
ferences show a clear positive trend. Still, it is 
worth noting again that CLS has been an 
independent membership organization since its 
earliest days in the 1970s. 

Yet other reasons for Critical Accounting’s 
relative moderation find root in differences 
between the U.S. and the U.K. across the two 
professions. In the legal world, the English 
establishment is a half-millennium older and 
that much more tradition-bound than its American 
counterpart, which has been an intermittently 
radical force since Revolutionary days. Thus it 
is not surprising that nearly the entire body of 
Critical legal thought has been developed in the 
U.S., and not in the U.K. 

In accounting it is the opposite story. While 
in Britain most university academics are paid 
ultimately by an (often, once, or residually 
leftist ) state, their American counterparts more 
frequently get paid by private university business 
schools underwritten by (never leftist) corporate 
and corporate-earned donations. As Mark Kelman 
points out (1987, p. 298, n. 12), these private 
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American schools depend for their status on 
continual recertification by elite employers 
who court their graduates with a no-frills- 
barred furor that one generally expects only in 
sexually obsessed suitors; to scare away those 
suitors would be a blow indeed. It is interesting 
then, that of the 93 participants at the Critically 
important 1989 Iowa conference on Account- 
ing and the Humanities, who represented 33 
institutions on three continents, not one came 
from any of the 13 private schools among the 
“top twenty” American business schools as 
listed in a recent issue of Business Week 
magazine (Byrne, 1988): Harvard, Stanford, 
M.LT. (Sloan), Chicago, Dartmouth (Tuck), 
Pennsylvania (Wharton), Rochester, Columbia, 
N.Y.U. (Stern), Duke (Fuqua), Northwestern 
(Kellogg), Carnegie-Mellon, or Yale. And, it is 
not surprising either, that within Critical 
Accounting the most politically engaged re- 
search comes not from America but from the 
U.K. and Australia.*® 


CONCLUSION 


At the end of such a multifaceted study as 
this, there are of course many closing points 
which must be made. The first is the conclusion 
towards which all of the foregoing has been 
driving: our comparison shows that relative to 
Critical Legal Studies, Critical Accounting -— 
notwithstanding its remarkable accomplish- 
ments in the face of a difficult environment to 
date — is currently in a precarious and 
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incomplete state. Precarious because without 
ruffling some feathers or rousing some rabble it 
may just stay politely ignored by the existing 
academic accounting establishment, although 
perhaps academic accounting’s rules are dif- 
ferent, and moderation is indeed a better 
style.’? Incomplete for three reasons. Firstly, its 
theoretical critiques are inconsequential if they 
do not point to some of the effects that the 
targeted theories have had on actual life. 
Secondly, since theories are not God-given but 
are products of institutions, Critical Account- 
ing’s attack on theories remains fragmentary 
without a challenge to the institutions which 
generated them. And, thirdly, without proposals 
for specific alternatives (i.e. without having a 
political program ), the ultimate value of Critical 
Accounting’s original interventions will be 
limited at best. As stated above, a table missing 
three legs will not stand for long. 

My second conclusion is something I would 
hope has been evident from the very outset of 
this paper, although I suspect this conclusion 
may come as a surprise to many of my 
normative and social-science accounting readers. 
To reverse an old and famous Shakespearean 
quotation, Critical Accounting has come to 
praise accounting, not to bury it. The time, 
research and intense scrutiny to which Critical 
Accountants subject their discipline can hardly 
be a sign of any disdain for it; on the contrary, 
such attention can only be interpreted as a sign 
of the highest respect. For all know that in a 
complex society, accounting is present when 
we eat, drink, marry, drive, play, publish, and 


18 In the notable counter-cases of Tinker and associates and Arrington & Francis, Tinker is British-born and trained, 
Arrington and Francis have taken leaves outside the U.S., and none works at a private U.S. School. Also, to be fair to the Jowa 
conference, Chicago did have one representative — from its Divinity School. Interestingly, many CLS members work in the 
most prestigious private American law schools, and their articles bear the imprimatur of general-purpose rather than 
“specialist” journals, One must also note that top-ranking third-year law students edit U.S. law journals, which are thus more 
open to change than their senior-faculty-edited accounting counterparts. 


1? Of course, the style of this paper expresses its author’s view of moderation. Among the comments from the accounting 
readers of this paper in draft were: (a) “be more modest”, (b) “be more modest!” , (c) “be careful”, (d) “be careful!” and, of 
course, (e) “be more modest and careful!” But how can one modestly and carefully call for an increase in combativeness? 
The “style” of this paper, like the style of all papers, critical and traditional accounting included (riglit down to citation 
conventions), is part and parcel of its “content”, the distinction between content and style being illusory. 
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die. It is and will remain one of the most 
powerful social and economic forces ever 
known, and nobody proposes abolishing it — 
just reworking it. To better characterize then 
what role Critical Accounting wishes to play, I 
will rewrite a Derrida quotation I deployed 
above. Perhaps it will become a rallying-cry for 
Critical Accountants everywhere: 


Never to yield on this point, constantly to maintain an 
interrogation of the origin, grounds and limits of our 
conceptual, theoretical or normative apparatus sur- 
rounding value is on Critical Accounting’s part anything 
but a neutralization of interest in value, an insensitivity 
toward value. On the contrary, it hyperbolically raises 
the stakes of determining value, and strives to denounce 
not only theoretical limits but also concrete injustices. 
Critical Accounting calls for an increase in responsibility. 


My third conclusion stems not so much from 
my research on CLS as it does from my 
experience in reading, from no prior base of 
knowledge, some half-million words of account- 
ing literature over the past six months. It seems 
to me, from the perspective of a far-outsider, 
that academic accounting suffers from an 
inferiority complex (perhaps my word is too 
strong) vis-a-vis the social sciences in general 
and economics in particular. “Guest” econom- 
ists writing in the pages of accounting journals 
are treated with particular deference; the 
historical canon of accounting’s antecedents 
inexplicably seems to include more economists 
and social scientists than, say, political theorists, 
ontologists, epistemologists and hermeneuticists; 
and the methodology of so much modern account- 
ing research seems to get buried in the statistics 
and models of an older, declining social science 
(and a completely dead physics) before it 
addresses the fundamental questions that these 
models should provoke in the first place. 

It seems to me, again from an outsider’s 
perspective, that this economics/account- 
ing hierarchy is, as they say in Tennessee, bass 
ackwards. An analogy, indeed homology from 
my own field of literary theory may be useful 
here. For much of the past three centuries in 
British and American higher education, literary 
study was considered as distinctly inferior to 
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historical study, both in method and in con- 
sequentiality. No doubt my accounting readers 
will recall that their school and college English 
Literature courses focused more on authorial 
biography and historical context than on any- 
thing else to explicate the meanings of the 
works in question — either that or the teacher 
would hide from history and formalistically and 
normatively focus on “the work itself”, the 
verbal artifact (see generally Graff, 1987). 

It has only been with the rise over the past 
three decades of literary theory as such that this 
history and literature hierarchy has begun to be 
reconsidered and even properly reversed. For 
what is history, after all? Though its goal is no 
doubt to understand facts, events, “the Real”, its 
practice is almost exclusively the interpretation 
and re-fictionalization (in the originary sense of 
fiction, fingere — to shape or make) of 
documents and texts — the very stuff of literary 
studies. As Fredric Jameson writes, 


... history is mot a text, not a narrative, master or 
otherwise, but ... it is inaccessible to us except in 
textual form, and our approach to it and the Real itself 
necessarily passes through its prior textualization, its 
narrativization ... (1981, p. 35). 


With the rise of such theories as Jameson’s 
and Foucaults, the traditional hierarchy 
history/textual studies has been radically 
questioned, if not reversed, and unproblematized 
historical reference and untheorized use of 
historical research models has disappeared 
from the most productive literary studies today. 
Historians themselves are now troubled by the 
rumblings of literary theorists digging under 
their methodological edifices. It is my position 
that an exactly analogous reversal must take 
place in the economics/accounting hierarchy, 
for what do economists do all day if not 
manipulate accounting information? Klamer & 
McCloskey (1989) have argued compellingly 
for such a hierarchy-reversal as this, calling 
accounting “the master metaphor of economics”. - 
In Derridean terms (see above), we might 
equally well call accounting the “dangerous 
supplement” — the add-on which reveals a lack 
— of supposedly self-sufficient economics. 
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My fourth concluding point is brief. I have 
approached Critical Accounting by highlighting 
trends and focusing on issues; I have by no 
means covered every aspect. In particular, I 
have given insufficient attention to an import- 
ant and vital Marxist trend (e.g. anything by 
Tinker and much by his associates) and also to a 
strong “hermeneutic” or interpretive trend 
(e.g. Boland, 1989). I wish also to make clear 
that in identifying a certain timidity in Critical 
Accounting I did not mean to make a blanket 
assessment of all researchers or all papers in the 
field. Specifically, I must identify again Tinker 
(especially Tinker et al, 1982) for political 
clarity, and Arrington & Francis (1989) for 
institutional posture, as not fitting the model of 
detrimental moderation that I sketched out 
above. 

Point five is bibliographic. I would hope that 
the information presented in this paper would 
spur accounting researchers of all stripes to 
further investigate the Critical literature. In 
addition to the numerous texts already listed in 
this paper, I strongly recommend, in the 
interests of one-stop-shopping, the anthology 
edited by Adams & Searle (1986), Critical 
Theory Since 1965. Begin the anthology with 
the accessible selections by Kuhn, White, 
Geertz and Fish; it also contains selections from 
Derrida, de Man, Saussure and Whorf, all 
mentioned previously in this essay. In addition, 
Adams & Searle include writers deployed 
elsewhere in the Critical Accounting literature 
such as Althusser, Ricoeur, Levi-Strauss and 
Gadamer. The selections by all six women are 
remarkable, particulary for those working on 
issues of accounting and gender (which is to 
say, for all of us, whether we know it or not). 
(See also Moore, 1991, on gender in accounting. ) 
Defer the Foucault selection, for his (1977a) and 
(1980) are more germane to accounting. Outside 
of the Adams & Searle anthology, Bourdieu 
(1979), Fish (1980, 1989), Latour & Woolgar 
(1979), Latour (1988), Feyerabend (1975) and 
Smith (1988), should all prove fascinating, 
depending on one’s particular interests. 

My next-to-last note regards the usefulness of 
Critical Accounting for various of the goals of 
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accounting research. The reader may be wary 
that the model of Critical Accounting sketched 
out here has been tilted in its effects towards 
what is un-nuancedly called the political left. 
This should be no secret and no shame either. 
In its recognition of so much accounting 
(including so-called “positive” accounting) as 
political discourse posing as science, Critical 
Accounting opens the way for a democratiza- 
tion of knowledge about accounting issues, and 
as such Critical Accounting can make policy 
debate that much better informed. At the same 
time, it should also be emphasized that contrary 
to popular belief, no tenet of the political left 
opposes production efficiency as such, nor 
discourages wise allocation of resources. 

To this end, it would be useful to point out, as 
but one example among hundreds possible, a 
way in which Critical Accounting could be 
useful to non-Critical accountants in their work. 
In numerous recent publications Robert Kaplan 
(e.g. Johnson & Kaplan, 1987) has attacked 
current accounting systems for their increasing 
distance from the informational requirements 
of modern manufacturing. He contends that 
after about 1925, financial reporting began to 
take precedence over strategic costing in the 
production of accounting information within 
firms. Unfortunately, it took sixty years and the 
rise of Japanese manufacturers to highlight this 
misdirectedness of information. Yet an account- 
ing conceived of as neither “information” nor 
positive science but as interested rhetoric 
might have spotted this situation decades in- 
advance, and may expose similar situations 
today. Critical Accountants and Kaplan might 
continue to disagree over whether rhetoric-free 
accounting is ultimately possible; the pure 
Critical view would be that any meritorious 
changes produced by new empirical data would 
just be a differently interested rhetoric. None- 
theless, for those in oppositional postures such 
as social progressives and neo-empiricists, the 
relevance of Critical Accounting as an analytical 
tool should not ever be lost. 

Finally, I cannot conclude without addressing 
the begged question of “What does it mean to 
be Critical?” As noted above, being Critical 
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does not mean “to relegitimate the status quo” 
nor does it mean “to deploy a rhetoric to get 
tenure” — at least no moreso than any other 
research style. Being Critical clearly does not 
mean “to try to increase accuracy and objec- 
tivity”, but does it mean only — is its project 
simply — “to deny accuracy, to deny objecti- 
vity’? If it is project unified (though not 
encompassed) by such denials, then what’s the 
point? If the point of that denial is “to question 
the status quo” or, as suggested above, “to call 
for an increase in responsibility’, then why 
should being Critical exclude responsible form- 
alist realisms such as Briloffs, or realist social 
sciences of a type which would show, for 
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example, that equal work is paid unequally 
across gender lines? Because such realisms 
reinscribe the very terms with which the status 
quo maintains its position? 

These and other questions will be among the 
tasks of Critical Accounting in the years to 
come. At this point I end what must serve as 
background for various further studies of the 
formation and deployment of accounting truths, 
not in “organizations and society” as reified 
entities, somehow separable from “accounting”, 
but in society and organizations as entities 
literally non-existent if not, paradoxically, 
socially accounted for. 
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EDITORIAL COMMENT ON “ACCOUNTING ON TRIAL: THE CRITICAL LEGAL 
STUDIES MOVEMENT AND ITS LESSONS FOR RADICAL ACCOUNTING” 


The Editor would like to comment on footnote 
19 of the Moore paper. Many of the quoted 
review comments were concerned with the 
tendency to overgeneralise the relevance of 
American experiences of the relationship 
between accounting and the law. Commenting 
on the footnote prior to the acceptance of the 
paper for publication the Editor wrote to the 
author in the following terms: 


Re footnote 19, most of [the] comments had to do 
with an ethnocentrism that pervaded much of your 
discussion —— no doubt because of your unawareness of 
comparative accounting forms. I... think it is important 
for critical studies to challenge such manifestations of 
ethnocentrism. Hence [the] comments. A reader of 
footnote 19 would gain a very different impression of 
what was going on. Are you really happy with that? 


Replying to this question, the author 
commented as follows: 


I did not mean that footnote to question the totally 
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accurate charges of ethnocentrism (now corrected) 
made against my [earlier] version. However, I can well 
understand that to the writers of those comments ..., 
footnote 19 would seem to be an attack on those 
charges. 


Rather, in my thinking that footnote serves as a “staged 
debate”, with the anonymous reader as the dramatic foil 
(representing the traditional accounting voice), against 
those who would advocate a continued rhetorical 
caution in accounting discourse. You should not impute 
a dispute with the actual anonymous reader. 


With the now eliminated ethnocentrism not apparent to 
subsequent readers, these readers will (I trust) believe 
the illusion (which is quite verisimilar) of actual 
dispute, and interpret footnote 19 in the “be more 
aggressive” manner which I in fact intended. 


The Editor hopes that this explanation clarifies 
for the reader the author’s intention behind the 


footnote. 
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